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VA’S CAPITAL ASSETS REALIGNMENT PLAN 
FOR ENHANCING SERVICES TO VETERANS 


THURSDAY, JULY 22, 1999 

House of Representatives, 

Subcommittee on Oversight and Investigations, 

Committee on Veterans Affairs, 

'Washington, D.C. 

The subcommittee met, ^rsuant to call, at 10:07 a.m., in room 
334, Cannon House Office Building, Hon. Terry Everett (chairman 
of the subcommittee) presiding 

Present; Representatives Everett, Spence, Brown, Hill, and 
Udall. 

OPENING STATEMENT OF CHAIRMAN EVERETT 

Mr. Everett. Good morning. The Oversight and Investigations 
Subcommittee hearing will examine the progress the VA has made 
in capital asset planning. For the VA, capital asset planning basi- 
cally means figuring out how it is going to restructure its vast 
health care system, which has thousands of buildings. 

This subject is a matter of bipartisan congressional concern. This 
past March, Chairman Steams of our Subcommittee on Health 
held a hearing on VHA’s management of its capital assets. At that 
hearing, GAO testified that VA^s asset plaiming indicated that bil- 
lions of dollars might be used to operate hundreds of unneeded 
buildings over the next 5 years. 

GAO also estimated that one in four medical care appropriated 
dollars will be spent on operating and maintaining its assets, one 
in four medical dollars. This translates into as much as $20 bilhon 
over the next 5 years. GAO strongly recommends that VA seriously 
consider such alternatives to current operations, such as consolidat- 
ing services, partnerships with other health care providers, procur- 
ing cEU-e and services, and replacing obsolete assets with modem 
ones that address the health cEtre needs of our veterans today and 
in the future. 

During that March hearing, the VA healthcare delivery system 
was described as increasingly dysfimctional, ineffective, and having 
a staffing stmcture filled with duplicsdion. Some older VA medicEU 
centers have more than fifty buildings. No other health care pro- 
vider in America today CEin Edford to operate with this kind of 
setup. It is expensive and it is WEisteful. As ChairmEm Steams said, 
“We should be taking care of veterans, not buildings.” 

1 should note that the Veterans Affairs’ Committee has proposed 
legislation that in pEurt would Eissist the VA in its capitsil asset 
management. The bill, H.R. 2116, is known as approvEd. The VA 

( 1 ) 
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has committed to a disciplined independent analysis of the 40 loca- 
tions the GAO identified with multiple health care delivery loca- 
tions. Today, 4 months later, we will examine how much progress 
the VA hu made to seriously address the future. We will also hear 
the shocking cost of this indecision, basically over a million dollars 
a d^. 

[The prepared statement of Chairman Everett appears on p. 32 
and 34.] 

Mr. EIverett. Ms. Brown is temporarily detained and when she 
gets here we will give her the opTOrtunity to have her statement. 
At this f^e I would ask the full committee chairman of Armed 
Services if he has a statement he would like to submit. 

Mr. Spence. No, I don’t. 

ftfc. EJverett. All right. I would now like to ask all witnesses to 
limit their testimony to 5 minutes. Your complete written state- 
ment will be made part of the official hearing record. I would ask 
the panel to hold the questions until the entire panel has testified. 
I would now l&e to recomze Mr. Backhus, Director of Veterans’ 
Affairs and Military Hesuth Care Issues from the GAO, and ask 
him to come and introduce his staff. 

STATEMENT OF STEPHEN P. BACKHUS, DUtECTOR, VETERANS’ 

AFFAHIS AND MILITARY HEALTH CARE ISSUES. GENERAL 

ACCOUNTING OFFICE; ACCOMPANIED BY PAUL REYNOLDS, 

ASSISTANT DIRECTOR, VETERANS’ AFFAIRS AND MILITARY 

HEALTH CARE ISSUES, GENERAL ACCOUNTING OFFICE 

STATEMENT OF STEPHEN P. BACKHUS 

Mr. Backhus. Good morning, Mr. Chaiirman. 

Mr. Everett. Good morning. 

Mr. Backhus. Members of the Subcommittee. We are pleased to 
be here today to discuss the utilization of health care assets owned 
by VA. Currentlj^ as you mentioned, about one in four health care 
dollars or about $4 billion a year is spent operating and maintain- 
ing or improving buildings. 

Mr. Everett. And you are accompanied by Mr. Reynolds? 

Mr. Backhus. Yes, I am. With me is Paul Reynolds. He is an as- 
sistant director in GAO. He has led this assignment and many oth- 
ers over the last 5 years upon which our comments today are 
based. 

Mr. Everett. Please proceed. 

Mr. Backhus. Thank you. VA operates over 4,700 buildings and 
also has 18,000 acres of land in its health care asset portfolio. Four 
months ago, we reported that a significant amount of money might 
be spent operating hundreds of uimeeded medical facilities in VA. 
We concluded that VA could enhance veterans’ healUi care benefits 
if it could take the money it spends on underused, inefficient or ob- 
solete buildings and instead reinvests it in more modem facilities 
at existing or new locations closer to where veterans live. 

We recommended that the VA develop asset restructuring plans 
on a market or geographic basis that identifies the veteran? needs 
and the assets that are necessary to meet ttiose needs, and then 
secondarily compare the life cycle costa of the VA’s current assets 
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against alternatives to identify the most cost effective way of meet- 
ing veterans’ needs. 

jh-om oiur perspective, the asset restructuring plans would in- 
volve 106 geographic areas or health care markets. Forty of those 
markets have multiple health care locations. VA generally agreed 
with us and said it would take steps to restructure its assets. You 
asked that we be here today to provide some additional information 
on the utilization of hospit^s within VA £uid to provide our assess- 
ment of VA’s efforts to implement an asset realignment process. 

In summary, Mr. Chairman, VA's hospital utilization has 
dropped dramatically over the last 10 years, particularly in the last 
three, falling from 49,000 to 21,000 patients per day. These de- 
clines stemmed primarily from chan^g medicd practices that re- 
duced hospital admissions and leng^ of stay. Over just the last 
3 years, the VA has removed some 24,000 beds from service. 

VA hospital utilization will continue to decline significantly over 
the next 20 years because of a projected 36 percent reduction in the 
veteran population, or 9 million people. Currently, one in three VA 
hospitals operate in markets that have above average expected re- 
ductions in veteran population and with utilization already below 
what many private sector facilities have determined to be the mini- 
mum size for a viable venture. 

Additionally, over 40 percent of VA’s health care buildings are al- 
ready past their normal useful life expectancy. As you can see, with 
such drEimatic changes in demographics and medical practice that 
have tztken place and are still on tne horizon 6uid wim significant 
budget constraints facing VA there is a need for the VA to address 
its health care infrastructure in an urgent manner. 

VA’s progress to date, however, in our view, has been limited. On 
the positive side, they do seem to be leaning toward establishing 
a process which incorporates asset planning guidelines that are 
consistent with industry practices. But, on the other hand, based 
on our observations of previous attempts the VA has made in plan- 
ning for hospital restructuring and consolidation, its current pro- 
pose has two major shortcomings. 

First, it seems to rely too heavily on local stakeholders who have 
vested interests in maintaining the status quo and that would like- 
ly result in protracted debates and piecemeal decisions that are not 
in the veterans’ best interests. Secondly, the proposal lacks uniform 
guidelines and criteria which are needed to conduct such assess- 
ments, necessary elements in order to gather consistent data and 
produce fair and equitable decisions. 

We also believe that the VA needs to prioritize these assessments 
in order to realize the CTeatest return on its investment. In this re- 
gards it seems preferable that the VA should establish reviewing 
the 40 multiple market locations as its top priority. Within those 
40 there are nine locations that offer four or more delivery loca- 
tions and 46 in all within those nine. 

So in conclusion, Mr. Chairman, we are concerned that potential 
shortcomings in VA’s process as currently proposed with locally-led 
steering committees could result in VA not being sufficiently closer 
to having a restructuring plan by this time next year than it is 
today. Given the past experiences, it seems like a better option for 
realizing asset realignment decisions in a timely manner would in- 
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volve a more independent centralized planning model that provides 
stakeholders with sufficient information to understand and support 
the decisions. 

Without firmer leadership, it seems likely that VA could take 
many years to decide on, much less accomplish, systemwide re- 
ali^ment. And as you mentioned in your opening statement, we 
estimate that the daily cost of unduly delayed decisions is unac- 
ceptably high. We estimate the VA could be spending $1 million or 
more each day to operate and maintain unneeded assets. 

Mr. Chairman, that concludes my statement. Mr. ^ynolds and 
I will be glad to answer any questions you or other members of the 
subcommittee may have. 

[The prepared statement of Mr. Backhus appears on p. 38.) 

Mr. Everett. Thank you very much and themk you for your tes- 
timony. How did GAO arrive at its estimate of $1 million a day cost 
of maintaining unneeded VA assets? 

Mr. Backhus. We did this a couple of ways. As you might expect, 
until there are particular and specific market analyses done it is 
impossible to say precisely how much money could be saved in any 
one location. Much detailed work needs to be done. So we based our 
estimate on the following. We did quite a bit of detailed work in 
the Chicago area, VA’s Great Lakes network, and based on that 
analysis were able to conclude that by restructuring the eissets 
within that Chicago VA health care system approximately 10 per- 
cent of what they were currently spending on operating their build- 
ings could be saved. 

So we took that 10 percent and applied it to the national esti- 
mated cost of operating buildings of $4 billion. Ten percent of that 
equals $400 million, and that is a little bit over $1 million a day. 
Then we calculated the estimate in another way to validate or ver- 
ify that number, as follows. A hospital that could be restructured 
or consolidated with another facility, a merging or consolidation of 
two facilities, can save approximately $20 million per facility by 
merging the two. 

In the 40 multiple health care markets alone, just VA’s 40 mul- 
tiple markets, there are at least 40 facilities that already have uti- 
lization below what we have observed is a viable size to operate a 
medical facility. So if just 20 of those facilities, 20 of those 40 that 
are now low utilizers, were consolidated with others, that would be 
a $400 million savings right there, and it is, again, approximately 
$1 million per day. 

Mr. Everett. In addition to the $1 million a day loss, what are 
the associated opportunity costs? 

Mr. Backhus. That is a good question. There are a number of 
things that we didn’t factor into the estimate that would tend to 
raise the potential savings that could be achieved. For example, 
what we did not put into our calculation would be a cost avoidance. 
Right now I think systemwide in VA there is an estimate of some 
$2 billion that is going to be needed over the next 5 years just for 
maintenance and upkeep. So if a particular facility was consoli- 
dated with another, the projected expenditure that would have to 
be made on maintenance would no longer have to be made, so there 
is a cost savings there. 
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There is also a possibility, a strong possibility, that if the VA 
could shed itself of some of its unneed^ facilities and dispose of 
them, sell them, let’s say, that there is revenue ^at would be asso- 
ciated with that sale, money that could be used to enhance the ben- 
efits of veterans around the country or in particular in those areas 
where their facilities could potentially be realigned. 

And then there is the possibility that by taking an existing facil- 
ity that is no longer needed for VA health care and leasing it per- 
haps to other organizations, ^vemment or non-govemment, there 
is revenue that could be achieved there and that money could in 
turn also be used to enhance the care. 

Mr. Everett. What other uses might VA have for the estimated 
$400 million a yew, more primary care units, more specialty care, 
reducing long waits, those kind of things? For instance, I would 
hope that this Committee, the full Committee, and the Congas 
wo^d make sure that these dollars remain within the VA. Take 
Chicago, for instance, the $20 miUion a year there. 

Mr. Backhus. Yes. 

Mr. Everett. How many clinics could we open — what could we 
do m Chicago with the $20 million a year as far as getting those 
clinics into neighborhoods where those veterans actually live? 

Mr. Backhus. Well, I think that is the point. 'ITie point is here 
that that money that could be saved by jettisoning unneeded or in- 
efficient facilities could be reinvested to provide care closer to 
where the veterans live. And in the case of these community-based 
outpatient clinics, they do vary in costs depending on what size 
they are but they range from say $300,000 a piece to $1.5 million 
a piece so you can do the calc\ilation. With $20 million you could 
open up many, many, many clinics closer to where these veterans 
live. 

You know there are issues that are confounding the VA right 
now in terms of potential difficulties trying to maintain the capac- 
ity to treat the veterans with the special disabilities and waiting 
times mi^ht be creeping up. The solution to that problem in large 
part, I thmk, as it is for many of the problems they face is a money 
issue, and if this money would be available to reinvested into im- 
proving the care to veterans, I think that is a win-win situation. 

Mr. BJverett. How can VA structure its planning efforts to 
realize the greatest benefits for veterans and do that as quickly as 
possible? 

Mr. Backhus. Well, you know, we think that there are some les- 
sons to be learned fit)m previous attempts that the VA has imder- 
tt^en to try to do this. Now we may have a difference of opinion 
with the VA on this. In our view it comes down to probably main- 
taining more central control than what they now envision. We are 
concerned that putting the decisionmaking; authority, certainly 
even putting the development of the alternatives and options in the 
hands of local stakeholders is almost equivalent to protract^ 
delays. 

Where there are self-interests, incentives to protect their own in- 
terests, people need, I think, to be separated mom ^at in order to 
come up with the right decisions and the best decisions. That is not 
to say you don’t keep stakeholders involved. Not at ^1. That is not 
what we are suggesting. It is critical that the stakeholders be given 



6 


enough information to understand the basis for the decisions and 
to buy in. 

It is just that experience has shown that when the local stake- 
holders are the ones producing the plans they tend to be piecemeal 
and not to be in the best interest of the veterans. 

Mr. Everett. My time has run out and we are going to have 
more than one round, but just let me say that while I absolutely 
want to keep the local stakeholders involved, I can also see very 
clearly that the local process is unlikely to reach a conclusion if 
those people who have a vested interest in keeping that facihty 
open or maintaining those buildings are allowed to nave the fin^ 
word on whether or not it is closed. 

And I would suggest that probably another obstacle to getting 
things done here, and I can think about last year on a certain facil- 
ity they wanted to add $30 million to, and I spoke on the floor 
against that, is Congress. We have to have the courage to do what 
we need to do for our veterans. And I am not sure we have lived 
up to that over the years. I am going to yield to Ms. Brown now 
and I reserved time for your opening statement or you can go right 
into questions, whichever you prefer. 

Ms. Brown. Mr. Chairman, thank you. I would like to just go 
into questions and then give my opening statement later. 

Mr. Everett. Absolutely. 

Ms. Brown. My question, and I want you to think about this, to 
what degree are the usage of VA health care facilities caused by 
health care budget reduction rather than the facility not being 
needed? In other words, just because a ward is empty does not nec- 
essEirily mean that that ward is not needed. I know on a ^rsonal 
note that I had a brand new nursing home in Orlando, PL that 
wasn’t opened because they didn’t have the funds for the staffing 
although it was built and ready to go and ready to operate. So can 
you answer that question? 

Mr. Backhus. That is a very important issue because I know 
there are locations around the country besides that that fallen into 
the same situation. There are locations which have budgetary 
constraints that preclude them from sufficiently addressing the 
needs of veterans. And I think the solution to that is to find more 
efficient ways to operate. So what we 2 ire sug:gesting is that the 
very first thing that needs to be done is to identify SMcifically what 
those needs are in every particular geographic location where 
either the VA now has buildings or where they should have 
building. 

In other words, this is a needs-based determination that needs 
to be made. Each VISN, each of the 22 VISNs and their facilities 
within those VISNs, need to be able to establish clearly and articu- 
late what the health care needs of their population are, what are 
the assets that are needed to accommodate those needs. Once that 
is established, once it is determined what assets are needed to 
meet those needs, then it is a matter of identifying the best avail- 
able options. 

It could be through existing facilities. It could be through pur- 
chasing the care if a facility doesn’t now exist. It could mean mod- 
ernizing existing facilities. It could mean partnering with another 
federal agency such as DOD where there are facilities closer to 
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where the veterans are. Identifyini; the most cost-efTective source 
for that care. Once the best option is identified, then it is a matter 
of getting it done and the source of the money becomes the next 
issue — either, as you know, through the appropriation or by identi- 
fying the facilities that are no longer neeaed which VA can close 
or find alternative uses for. 

Ms. Brown. I agree with you. My question goes to the fact that 
some of those facilities are not being used as we speak because 
they don’t have the money to run them. It is not a matter of run- 
ning them efficiently. They just don’t have operational monies. And 
of course you know the veterans are suffering. They can’t get ap- 
pointments. Facilities are being closed. It is tough out ffiere. 

Mr. Backhus. There are some of those, but we are suggesting 
that there are inefficiencies elsewhere in the system from where 
that money needs to come. 

Mr. Reynolds. I think it would be hard to blame this entirely 
on the budget because the transformation that Dr. Kizer has led 
VA on over the last 3 years has really taken them down the same 
road as the private sector and he is really making VA health care 
delivery more closely aligned to the way it is delivered in the pri- 
vate sector. And that has been a mqjor contributor to the 
downsizing of the bed needs, the inpatient bed needs. The things 
that VA has done, for instance, with their surgery programs, get- 
ting a lot of their surgeries on an outpatient basis. 

'The veterans are really showing in the satisfaction surveys that 
they like that and that it is really the way they want VA to go and 
that has really severely reduced the surgery beds, for example, so 
I think an avmil lot of it is a better practice of medicine that has 
reduced the bed need. 

Ms. Brown. I don’t know that the private sector is a role model 
that we want to hold up at this moment. I get a lot of comments 
about services with various HMOs and how long you have to wait. 
I am tellmgyou what they are telling me when I go to the veterans 
meetings. They are just not happy, particularly in Rorida where 
we have such a large population of veterans. They are having to 
wait for the services or can’t get the services. They can’t get an ap- 
pointment for months. It is a problem. 

Mr. Backhus. There has been an effort the last several years to 
ti^ to move money within the VA to correspond with the movement 
of veterans. 

Ms. Brown. Good idea. 

Mr. Backhus. And ffiat is probably the strain that you are feel- 
ing down there in Florida. 

Ms. Brown. I think my time is about up. Are we going to have 
another round? Okay. 

Mr. Everett. Chairman Si)ence. 

Mr. Spence. Thank you, Mr. Chairmw. You talk about 
unneeded facilities and you talk about restructuring, and I assume 
that wh^ you say restructuring you mean fhat you might close 
some facilities altogether or realign with others like demolish some 
buildings, build new buildings. Is that what you mean by restruc- 
turing all that? 

Mr. Backhus. All of those things plus some additioneil things. It 
can be as little as consolidating services, specific services among fa- 



8 


cilities, to merging entire facilities with another which would result 
in the closxire of one. It could mean finding alternatives that are 
cheaper su(^ as partnering with the Department of Defense to 
sharmg more with each other, those kinds of facilities — those kinds 
of services within existing facilities or just purchasing care from 
the private sector. 

We haven't at this point come to the conclusion necessarily that 
a BRAC-type process is necessary. I think that there are still op- 
tions that ougnt to be tested here within the VA to see how mu^ 
of this restructuring they can do on their own before I would be 
willing to suggest a BRAC-tvpe process. 

Mr. Spence. Did you find any place that is needed to be closed 
because it was under utilized, unneeded, a reason that we are still 
keeping it going when it can’t justify its existence? 

Mr. Backhus. Would I see any basis for doing that? 

Mr. Spence. Did you find any place that we 

Mr. Backhus. We did a dete^ed analysis in the Chicago market, 
VA health care market, that we concluded about a year ago and 
our opinion was that there was at least one VA facility in the Chi- 
cago area that didn’t need to stay open. We didn’t identify what 
that particular facility was. We looked at four. We looked at the ca- 
pacity that each of ^ose four had. 

We tried to identify as best we could those veteran needs in the 
Chicago area and concluded that there was sufficient hospital ca- 
pacity in any three of the four that existed to justify the consider- 
ation that one of them ought to be closed and then sv^gested to the 
VA that thev do the detailed analysis necessary to identify which 
one it should be. 

And they are doing that and that analysis is under way. Beyond 
Chicago, we have not gotten into any other market and done that 
work. That is the point of this testimony and the one that we did 
last March which suggested that the VA needs to do this in every 
single one of ^eir health care markets to identify what those 
veterans’ needs are and match them up against the assets to fi^re 
out if there are other facilities that potentially they need to 
restructure. 

Mr. Spence. Thank you, Mr. Chairman. 

Mr. Everett. Th ank you. And just comment following up on 
what you had to say, Mr. Chairman, GAO did find that there is 5 
million square feet of vacant office space that is costing $35 million 
a year to maintain. We are going to have a second round of ques- 
tions here. Let me continue by saying your remarks describe a 
health care system that faces an asset management challenge. How 
does this compare to other management challenges within the VA? 

Mr. Backhus. Well, in our view we think it is probably toe big- 
gest one and that in solving or at least working toweird solving this 
particular problem will go a long way toward addressing other 
problems that the agency faces. You kind of alluded to this before 
when you said how could the money be used, the savings be used. 

The other challenges facing the VA are things like potentially in- 
creased waiting times, trying to maintain toe capacity to treat the 
veterans with the very special disabilities, trying to improve re- 
source allocation to where it is most needed, the need to restruc- 
ture even the medical school affiliations within the existing infra- 
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structure. Those are huge tasks that really require a right sized 
and efficiently sized, properly sized infrastructure. 

Mr. Everett. You say restructure edlocation. You are saying get 
the money where the veterans are? 

Mr. Backhus. Precisely. 

Mr. Everett. Do you believe the VA shares your view that a 
major realignment in its health care assets is urgently needed? 

Mr. Backhus. I go back and forth when I thinik about that. 
There clearly are signs that they want to get at this. They really 
do want to address this issue and they remize the significance of 
the issue. On the other hemd, I think there is considerable debate 
still occurring within the department as to how it ought to be done, 
who ought to be in control and in particular how it is going to 
work. 

I think we had a lot of momentum. I felt personally like there 
was a lot of momentum coming off of the March hearing and lhat 
I guess I was expecting things to progress a little faster than 
maybe they have but then I don’t want to underestimate the dif- 
ficultv and the challenge that is ahead of them either. It is difficult. 
It is hard work. And I just hope that they will keep that momen- 
tum or pick that momentum back up. 

Mr. Everett. There was an exchange of letters between GAO 
and VA on the subject. Would you provide those for the record? 

Mr. Backhus. Absolutely. 

[The information follows:] 
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Hie OfSce of Management and Budget (omb) encourages fedeial agetidcs 
to develop long^enn *aaact plana” aa part of their capUal planning 
process and use these plana, among ocher things, to jusdiy budget requeaia 
to the Con g r ess . 

To obtain the best use of capHd resources, OMB guidelinea suggest that 
agencies conduct maricet-based aaaesamentB to determine aaaet needs.' 
These asaeawnenta inchide 

• detennining a target p op iiia tio n’a n ee ds, 

• e%ra]uating the capadQr of existing asneta, 


■VAHa^OMT C ul u iA— tf^wWsMSa«awWeH— d l i iMJ m— fOAOrr-lIBHSSS e iMir- 

UTIHiJ 

«OMB. C^itMhiSi |ll■tC^S a».V^■eB^l.0(WllilHWlP.PX::O^CB.A^Ma7)■ 


va's large, aged infraaffucture could be the biggest obstacle confronting ilB 
efforts to tranafocm itself from a hoapitaMiaaed operator to a health care 
provider that relies on integnaed n e twuika of va and mmv^a providers to 
meet veterens' health care needs. Over the next few years, va could spend 
one of every four of its health care dolUrs operating, maintaining, and 
improving capital aaseta at its 181 maior delivery locations that encompass 
over 4,700 building on 18,000 seres of land nationwide. 


oMMm-sa-ia Cistt»i iwasc I 
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• i<lentiiying any p gffotrnance gaps (excoBes or <}eficiendesX 

• cstimacing aaaets' Iif»«yde costa, and 

• comparing audi coals with altemattvsa for meeting the target population's 
needs. 

State and private organiaationa have addeved poaidve results using such 
planning proceaaea.’ 

VA has delegated basic healtti care planning re^xmsibUities to its 22 
regional ollicca, each of which oversees frnn 6 to U ma^ health care 
ddlvery locations. Esdi regional t^Eice has developed a b-yesr busincas 
plan that indudea management of the health care ■HSftB uiuler ha control 

These plans iiKhade that bUUona of dollars may be uaed to operate 
hmulreds of un n ee d e d buikhn^ over the next 6 years or more. Dda la 
because va |4ans to oontiniie to opente and therefore necusaarfly maintain 
Ita 181 malor deliveiy tocadona, even thou^ R«ost locations operate in 
markets that iitdude two or iMKe va kxationa.* Also, va does iks 
systematically sascsa all Ufe^jrde costa or logical alternatives for meeting 
veterans' nee^ before dedcttng that capital investment it necessary. 

U VA foBowed omb's gutdebnea. in our view, ha pUrvimg would focua on 
aascta needed to meet veterma' needs in 106 markets. These marketa 
inchide 

• 66 wHh a slngte VA location and 

• 40 with multiple va locationa (between two and rune). 

va’s 40 muhiple-iocation markets yield great opportunities for asset 
restructuring si«l bendh enh anc emen t s for veterans because these 
markets have 116 delivery locations that 

• have udUxation significantly bekm inpaheiU capsdty aiKl 

• compete with other VA locationa to serve rapidly dedinta^ veteran 
populatkma. 

va's 66 single4ocation markets alao couM yield significant opporturuties 
for restructuring and enhanced bertefits for vetnans. Uke the 


i m »r»aafcMWCeSWi n < rWn w l^wS (CiUyAaCHaa.D«K.IISS)«rtVA. 

*A wtW<. topwya— ofSinlWc— «.ii iSU w l w w oS iwMi- — t'U » >- « U i Uiu ii<r 
vManM, ^MTi^ wtlNn M aWaSn flT ai mM Sig drtWt r/ hwWtB i\. 


GAOASaS^ia CtfttMi Aamt 
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fTtutt^T^ocation inaricela. many iiiigle4oc:aCion mariceCa are in geographic 
areas that have rapidly dechiring inpabent workionda and veteran 
popuiatkma. 


VAs Capital 
Investment Budgeting 
Needs to Be Improved 


In our teabmony, we aleo pointed out that va‘b budgeting prooeasea have 
wealowaaea that oouM leoult In unwiae capital Met inveatment dedaiona 
totaling hundreds ot miUions oi doUara. Improvenienta are needed in va's 
centralised budget dcv el optne n t pf o cts a to review and approve high<oat 
capKal inveatmenta ($4 witlHon or more) under its mj^ caRatnx:txin 
appropriation aa well aa in ita decentialiaed review and approval prooeaa 
that ia uaed for leaa cqwnBt v e health care capital investments under va's 
mh>or conalniction and medlcaJ care (noorecuning maintenance) 
an>ropriatiar«. 


To its credit, we noted that va has significantly in^iroved its centralised 
budget process by requiring more rigorous, systematic asKsaments of 
p ro p n e ed mslor h w eatmenta than va has done previoualy. But this proceaa, 
in our view, still rdica on tn enma st en t or incomplete information. 

Improved data could allow va to enhance the predaion its guidsxKe for 
rating some d eci rio n criteris end thereby strengthen its asset msnsgement 
dedakawnaking process. 

We also expressed cortcerna about va’s decentralised assessment process 
for leas expensive capital investments, va’s 22 regional offices use varying 
approaches, which are considerably leas rigorous than dtat used in va's 
centralised proces s . 'Diese investment dedsiona, for example, are 
generally made without systematically saeessing ways to redesign or 
aimiHiiy work proc es s es or explore lower-cost alternatives for meeting 
veterans' needs. 


We find tlUs troublesome because such dedaions account for over 
86 percent of va's total health care investment dollars requested for fiscal 
year 2000. Some va service ddiveiy locations, for insUnce, opt not to 
submit investment proposals to va’s centralized process. Officials at some 
of these k>cations us that there is a better chance of receiving funds, 
through the decefUralized process, if a high-cost investment is divided into 
several leas expensive investmoita that can be qiread over several years. 
Ihe decentralized process requires leas information frimi locations 
regarding benefits, risks, or shematives to a proposed investment 
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Over the last 3 yeais, va has significantly retiuced the number of high-cost 
inveatmefU proposals, involving aherationa or improvements, 8id»nitted 
for va’s centraliKed review and prktfitixation. Ihis has resulted in a 
disturbing situation whereby va's decentralized proc es s has ^rproved 
invesonents that va’s centralaed process had found to be or would 
consider to be low priority or unsound. 


Conclusions 


VA could etdiance veterans' health care benefits if it reduced the level of 
resources spent on underused or ittefficient buildings and used these 
resources instead to provide health care more efficiently in existing 
locatiora or ckwer to where veterans live. 


Recommendations to 
the Secretary of 
Veterans Affairs 


We recommend that jrou develop asset-restructuring plans for all markets 
lo guide Aiture investment decision-making, among other things. These 
plans eriould con9>ly with omb guidelines and tiKorporate best practices of 
industry as well as those of va's 181 delivery locations. 

Until more effective capital asset planrung is in place, we recwnmerul that 
you 


• require that a larger share of health care investment decisions be ntade 
usirtg va's centralised budgK pro ce « or 

• ensure that the Amdamentai ptind}^ underiying that process are 
rigorously implemented when maldng decentralized health care 
investment deciflians. 


To reduce subjectivity and thereby enharKre the credibiliQr of va's 
coitralized budget process, we recommend that you 

modiiy written guidelir>es to describe, in greater detail, minimum 
quantitative data required for each decision criterkm and 
exclude from the prioritiaation process all capital investment proposab 
that fail to meet the information requirements. 


Agency Comments 
and Our Ehraluation 


In commenting on s draft of this report, the Department of Veterans 
Affairs generally c on cur red with our reconuiterKlationB. va said that it and 
the Veteraiw Health Admirtisoation are considering several approaches for 
addressing our reconunCTMiations, but that r>o firtal decisions had yet been 
made, va further noted that the Capital Investment Board will work with 


QMMKBS-ia-ia a 


62-ISO 00-2 
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the Vetenns Health Administratis to achieve a balance in the cencrmlized 
investmoit process and will obtain outside review to revalidate that 
process. We urge va to develop such an approach as ejq>editiously as 
possible, because the cost of delaying realignment of va’s health care 
system is high.* 

As you know, 31 US.C. 720 requires you as the head of a federal agerxry to 
submit a whiten statement on actions taken on our reconunendatUms to 
the Senate Committee on Governmental Alburs at)d the House Committee 
on Government Reform not later than 60 days after the date of this report 
and to dte House and Senate Committees on Appropriations with the 
agency’s first request for apprc^ristions made rttore Chan 60 days after the 
date of this report 


We are sosilng copies of this report to Chairman Steams and Ranfcir«g 
Minority Member Gutienes of the Subcommittee on Health, House 
Cammlitee on Vecerarw* Alburs; Chairman Bverea and Rankiiig Minority 
Member Brown of the Subcommittee on Oversight artd investigations, 
House Committee on Vetersiw’ Affiuis; Chairman Bond and Ranldrtg 
Miitortty M em b er jfllnilaki. Subcommittee on va, HUD, and Independent 
Agendes, Senate Committee on Appropr ia tions; Chairman Walsh and 
Ranking Minority Member MoUoh^ Subcommittee on va, hud, and 
Independent Agencies, Hoiwe Committee on Aj^nopriation^ ai%d the 
Diredor of the Office of Maiugement and Budget We will also make 
copies available to others igKMi request 
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If you or your Staff have any questMns concerning this repoft, plesM 
cmtact me at (202) 612>7101. Other GAO contacts and staff 
acknowledgments are listed In ^5>endix ID. 

Sincerely yours, 


Stephen P. Backhtis 
Director, Veterans' Afbirs and 
kiiUtaiy Health Care Issues 
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DEMRTMENT OF VETERANS AFFAIRS 
AtsoTHMr Sccncnun for Plannmo ano anautsis 
washinotonDC 20420 


Jll 8 B99 


Mr. Stephen P. Backhus 
Director, Veterans' AfTairs and Military 
Health Care Issues 
U. S. General Accounting Office 
441 G Street. NW 
Washington. DC 20548 

Dear Mr. Backhus: 

We have reviewed your draft report. VA HEALTH CARE: Improvements 
Needed in Capllel Asset Planning and Budgeting (GAO/HEHS-99-145) end 
generaBy concur in GAO's recommendations. VA's Capital Investment Board will 
discuss these recommendations during its scheduled meeting in the middle of the 
month. 


GAO recommends that the Secretary of Veterans Affairs develop asset- 
restructuring plans for all markets to guide future investment decision- 
making, among other things. This plan should comply with OMB 
guidelines and Incorporate best practices of industry, as well as those of 
VA's 181 delivery locations. 

Concur - VA's Capital Investment Board (VACIB) will wodt with VHA to develop an 
asset-restructuhng plan. Numerous capital investment activities including Capital 
Assets Realignment for Enhanced Services (CARES), asset disposal, and other 
portfolio analysis initiatives need further coordination within the Department. 

GAO also recommends that, until more effective capital asset planning is in 
place, the Secretary: 

• Require a larger share of health care investment decisions be made 
using VA's centralized budget process, 

• Ensure that the fundamental principles underlying that process are 
rigorously implemented when making decentralized health care 
Investment decisions. 

Concur - The VACIB will wortt with VHA on an appropriate balance between the 
centralized investment process and decentralization. 



2. Mr. Stephen P. Backhus 


To reduce subjectivity and thereby enhance credibility of VA's centralized 
budgeting process, GAO also recommends that the Secretary 

• modify written guidelines to descrtbe, in greater detail, minimum 
quantitative data required for each decision criteria and 

• exclude, from the prioritization process, all capKai InvestnMnI 
proposals that fail to meet the information raquiramanta. 


Concur - The VACIB continually evaluates the capital investment process to ensure 
objectivity. We will retain a contractor to review and recommend modifications to the 
FY 2001 capital investment process, as part of our continuing revalidation of the 
process. 


While these comments reflect the Department’s position on GAO's 
recommendations, the Veterans Health Administration is still consideiing its apptxrach 
to these issues. Accordingly, we shall convey any adjustments to the Department's 
position in our comments to your final report. 


We appreciate the opportunity to comment on your report. 



Dennis 
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Mr. Everett. Why do you believe that the VA has not made 
more progress? Do you have an opinion on it? 

Mr. Backhus. I do. First there is obviously still a significant 
amount of internal discussion. 

Mr. Everett. T\irf battles? 

Mr. Backhus. Yeah, I think so. 

Mr. Everett. We have turf battles going on. I mean we have 
seen it — as Chairman of the compensation and pensions sub- 
committee I certainly saw it 

Mr. Backhus. That is essentially it. 

Mr. Everett (continuing). In the 104th Congress. 

Mr. Backhus. That is one reason. Secondly, they are tr 3 dng to 
develop policy guidance to send out to their field locations as to 
how they might want this capital asset restructuring planning 
done. They have been consulting heavily with stakeholders and are 
interested and truly believe that they need to have that detailed 
input from the stakeholders before they put a proposed together. 
That takes time. I think they would like to have more guidance 

Mr. Everett. Excuse me for interrupting, but on stakeholders, 
hopefully the VA is not using these stakeholders as a human shield 
to prolong the conclusion that they have to reach. Do you have an 
opinion about that? 

Mr. Backhus. Well, only to the extent that we know from having 
examined what has transpired in Chicago and then some other lo- 
cations. The heavy, heavy involvement of the stEikeholders had pro- 
tracted the decision and resulted in decisions that weren’t very 
good frankly. They weren’t in the veterans’ best interest. I don’t 
think that is what they intend. I don’t. I really don’t think that 
they intend to use it that way but I think we do have a difference 
of opinion as to what their role ought to be £uid how effective that 
heavy local stakeholder involvement can be or how ineffective it 
can be. 

I know they are also looking for as much guidance as obviously 
you folks are able to provide. They are hoping that they will get 
some help here in terms of how to structure ^1 of this. That is a 
reason why things haven’t moved as far as they maybe could have. 
And the last reason I think is that there is a money issue here. To 
do these market analyses that we think need to be done will cost 
money. They need to make sure that they have got that money 
available before they begin. 

Mr. Everett. I certainly agree particularly on getting the money 
where the veterems are, southeast and southwest, obviously, Flor- 
ida in particular seeing huge veteran populations retire down there 
than the northeast and other sections of the country. In addition 
to that, we have this problem, well, it is not a problem, it is just 
a fact of life that we have this aging veteran population and it 
seems to me that the more clinics that we can get closer to these 
veterans the better served these veterauis are. 

I know that we had a clinic open 2 years ago I think, in Dothan, 
AL, near my home, and those World War II veterans had been hav- 
ing to drive sometimes 225, 250 miles to go to a VA hospital. And 
they would get up there and not have an appointment, I mean the 
appointment would be canceled and they would have to come back. 
And we are talking about 75, 76-year-old sick people. 
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We have to somehow bring the health care delivery system near- 
er to these aging veterans. It simply has to be done. I appreciate 
the progress that the VA is making in those directions. My time 
is up again and I will yield now to my ranking member. 

Ms. Brown. I think you have answered one of my questions con- 
cerning local steering committees or central facility management. 
How do you think this process should take place? 

Mr. Backhus. I am afraid I might be repeating myself but we 
seem to think that some process that is more independent smd cen- 
trally managed that keeps the stakeholders informed of the infor- 
mation so that they can understand it and hopefully eventually 
support the proposjds is the framework we would choose. And the 
advantages of that are that it removes the people with the vested 
interests from protecting their own turf and results in decisions 
that hopefully are better and we suspect would be better for the 
veterans. 

Ms. Brown. You have noted that VA should prioritize its realign- 
ment plan. Would you discuss some of the criteria you would rec- 
ommend for this prioritization process? 

Mr. Backhus. Clearly the areas of the country that seem to have 
the most potential at this point for achieving a savings that could 
be reapplied or reinvested to improve veterans’ benefits are those 
areas of the country that have multiple medical facilities very close 
to each other. We have identified 40 markets that have facilities 
that are within approximately an hour of each other, and in those 
40 markets there are 115 locations that actually deliver health 
care. We think these markets offer a great possibility of restructur- 
ing and in some cases consolidating those facilities because I think 
there are nearly 60 of them that already have utilization far below 
what you would consider to be necessary to maintain a viable 
operation. 

And the projections for the veteran population in those areas far 
exceed what the average projections are for the veteran decline. In 
other words, overall it is estimated that the veteran population will 
decline 36 percent over the next 20 years. In these particular loca- 
tions you not only have low utilization but you have projections of 
veteran declines far in excess of 36 percent. 

There seems to be an opportunity in those places to take the ex- 
isting infrastructure and find better ways to meet the needs of vet- 
erans. So I would choose as criteria those as the ones to start with 
and make a complete assessment, and within even those 40 there 
are nine locations that we have called mega markets. In those nine 
alone, there are 46 facilities that are competing to serve the same 
veterans right now. 

Ms. Brown. Thank you very much. 

Mr. Everett. Chairman Spence. 

Mr. Spence. No questions. 

Mr. Everett. Thank you very much. Let me say at this time I 
appreciate your testimony here today. It is clearly helpful to the 
subcommittee. Ms. Brown was correct when she said we talk to our 
veterans and they are very angry. They see that their health care 
system has failed for whatever reason. It is not working for them. 
It may be in some cases that the VA should be delivering more 
than the VA was actually promising, but it is clear to me that 
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again for whatever reason we have broken some promises to our 
veterans. 

And certainly somehow or the other we’ve got to reach a conclu- 
sion here and come together for whatever vehicle that is out there 
and do what is right for the veterans. It has to be done. I thank 
vou for your contribution here today. I am sure that the VA will 
have some answers and they would like to perhaps disagree with 
you. We respect that and we will listen to that. So thank you very 
much. 

I would now like to recognize Mark Catlett, the Deputy Assistant 
Secretary for Budget, Department of Veterans Affairs, and Kenneth 
Clark, Chief Network Officer, Veterans Health Administration. 
Both are not strangers to this subcommittee and we welcome them 
back. Mark, if you would like to begin, please do so. I am sorry, 
Ken. 

Mr. Clark. Actually I will make the statement if that is all right 
with you. 

Mr. Everett. Please. 

STATEMENT OF KENNETH CLARK, CHIEF NETWORK OFFICER, 

VETERANS HEALTH ADMINISTRATION, DEPARTMENT OF 

VETERANS AFFAIRS; ACCOMPANIED BY D. MARK CATLETT, 

DEPUTY ASSISTANT SECRETARY FOR BUEKJET, DEPART- 
MENT OF VETERANS AFFAIRS 

STATEMENT OF KENNETH CLARK 

Mr. Clark. Mr. Chairman and members of the subcommittee, I 
submitted testimony for the record but I would like to make a brief 
opening statement. I am pleased to appear before you this morning 
to discuss progress in VHA’s plans to improve the management of 
capital assets and in particular to comment on the CARES concept 
and our plans to address market-based studies for restructuring as- 
sets recommended by GAO. 

Dr. Thomas Garthwaite, the Acting Undersecretary for Health, 
testified in March about the vmprecedented changes that have oc- 
curred in VHA in the last 4 years, and acknowledged that in many 
locations our physical infrastructure no longer supports the optimal 
delivery of modem health care services. VHA recognizes the eco- 
nomic impact of continuing to operate and maintain excess and 
functionally inefficient buildings as reported by GAO. 

Freeing resources currently devoted to maintaining unnecessary 
buildings will increase services to veterans by providing new aind 
expanded facilities for outpatient care, improving access and en- 
hancing health care services we currently provide to veterans. We 
also agree that the market-based planning studies in VHA’s 106 
health care markets are an essential element for capital asset re- 
structuring plans in each of those markets. 

Since the March hearings, we have attempted to better define 
and integrate the various capital asset management initiatives into 
a comprehensive policy for VHA which will include the capital as- 
sets realignment for enhanced services or CARES concept. This 
concept which was first envisioned in April by Dr. Kizer, then Un- 
dersecreta^ for Health, has evolved over the past 3 months in dis- 
cussions with our stakeholders as well as VHA field managers. 
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We believe that involvement of stakeholders is an essential in- 
gredient in our planning processes. The proposed Veterans’ Mllen- 
nium Health Care Act embodies the same capital asset manage- 
ment principles as does CARES and the legislation will have an ob- 
vious impact on the final form of any capital asset restructuring 
plans that VHA will devel^. Over the past several months we 
have fiirther developed the CARES concept which defines the need 
for broadened stakeholder involvement in network strategic plan- 
ning processes, emphasizes market-based network planning for de- 
termining needed health care services to veterans, and focuses at- 
tention on the need to realign VHA’s capital assets to more effi- 
ciently support the delivery of enhanced health care services. 

A second initiative begun since the March hearing will improve 
network capital asset planning by responding directly to GAO’s rec- 
ommendation for a more rigorous review and evaluation of our de- 
centralized capital investment decisions. This program defines cri- 
teria as well as a process to be used by the networks in evaluating 
their capital investment decisions. It introduces a concept of a 
headquarters capital oversight management board. The board will 
review selected decentralized capital initiatives for compliance with 
department strateric goals and objectives, strategic mission and 
network business mans to validate the capital investment decisions 
that are made at the local level. 

A third initiative is development of a draft statement of work to 
be used for the market-beised studies recommended by GAO and an 
action plan for completing these studies in all of the markets in 
which VHA operates health care facilities using independent con- 
sultants to perform market studies over a 5-year period. The draft 
statement of work for these studies will closely parallel the work 
that is currently in the study that is now imderway in the Chicago 
area, as well as a similar study done in northern California. A 
VHA work group will finalize a capital asset management policy as 
well as develop a guidebook to be used by field managers in imple- 
menting this policy. 

As part of me policy, we will integrate several capital asset man- 
agement concept proposals including the mission realignment proc- 
ess, CARES process and concept, the network capital asset plan- 
ning directive, recommendations and findings from the market- 
based studies, VA’s capital investment process, and the network 
business planning into a single comprehensive capital eisset man- 
agement program which will provide a balance between the need 
for strategic health care planning at the local network level, stake- 
holder involvement in the process, and headquarters involvement 
at the corporate level to insure that departmental strategic per- 
spectives are followed and consistent implementation of the CARES 
principles across all 22 networks and all 106 markets. 

This integrated planning program will be completed by the end 
of this fisccd year and it is my expectation that by December the 
yiSN networks will complete an implementation plan and estab- 
lish capital asset planning committees to assist in &eir planning 
efforts mid to assure active involvement of stakeholders. These 
steps wiU allow VHA to address key strategic capital asset deci- 
sions to insure that the veterans’ health care system effectively uti- 
lizes its capital assets to meet the needs of our patients. 'ITiaiik you 
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for the opportunity to comment and I will be glad to answer any 
questions that you have. 

[The prepared statement of Mr. Clark appears on p. 50.] 

Mr. Everett. Thank you very much. Let me begin by asking 
does the VA agree with GAO’s assessment of $1 million a day of 
potential operations and maintenance savings? Is your figure high- 
er or lower, and how did you arrive at your figure? 

Mr. Clark. Mr. Chairman, I don’t have a specific figure. I can’t 
confirm or refute GAO’s figure. I will say simply that we acknowl- 
edge ^d agree that it does cost a considerable amount of money 
to maintain buildings that we agree are no longer necessary for our 
operation. I think that has to be viewed in context and that context 
was stated in the GAO testimony, that VA has made considerable 
strides over the last 4 years resulting in a substantial savings. And 
the fact that many of the buildings that we are talking about this 
morning are now empty because of savings in inpatient ceire that 
have occurred over the last several years. 

Mr. Everett. Over 14 months ago, GAO recommended that VA 
could meet veterans’ needs in Chicago by operating three rather 
them four hospitals. VA has yet to produce a plan or a date for re- 
aligning assets to enhance veterans’ benefits. Why is ^s taking so 
long? I recognize the political implications of this but is that the 
only problem that we have there, the political implications? 

Mr. Clark. I wouldn’t for a moment deny the political implica- 
tions of that decision or any of those similar decisions. The reason 
that it has ^en so long for the study to conclude is I think really 
the complexity of the study itself. We have had a study group that 
has been working with a consultant on the Chicago area project for 
mamy, many months. I expect to get a report — it has been commit- 
ted to me that a report will be received by my office by the end 
of this month. 

Frankly, the delay I think has more to do with the fact that the 
consultant that is working on that project has found the task to be 
more considerable than they originally thought and has requested 
additional time to do a thorough project. But again the chairman 
of that committee has talked to me within the last couple of weeks 
and expects to have a report prepared for me by the end of this 
month. 

Mr. Everett. I appreciate that answer. The problem that I have 
get^g by tWs particular location is the fact that if we repeat that 
nationwide it will be the year 3000 before we finally get something 
done because of the length of time it is taking. In 5ie meantime 
we are wasting $1 million a day. It seems to me, particularly in 
Chicago, $1 million a day, that somehow or the other we could get 
it done. Tiie savings is $20 million a year, emd I am led to believe 
it would be, we cocdd ask for legislation to make sure that $20 mil- 
lion stays there in that area, as I said earlier, so that we can reach 
out to ^ese aging veterans and put these clinics in the neighbor- 
hoods where these veterans live. 

This is a situation that we just have to move a little faster or, 
somehow or the other. Let me say how would VA’s reinvestment of 
$400 million, assuming that is the figure, I will ask you to accept 
that in aimual care for veterans, with more primary care clinics as 
I was saying about Chicago, specialty care, and reducing the long 
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waits. That is the same question I asked GAO a little bit earlier. 
What could you do to better use that $400 million a year? 

Mr. Clark. WeU, I think all of those things and more. We have 
over just the last several years, opened in excess of 270 community- 
based outpatient clinics. And, you yourself have pointed out here 
today that that has brought health care much closer to where vet- 
erans live and where they work and that is really our objective. 
There are other areas that are imderserved throughout the country 
that could benefit from community-based outpatient clinics that 
frankly we have not been able to place there because we don’t have 
the funds to do that. 

I would envision that savings from reducing costs of maintaining 
i;^ece8sary buildings would be invested in additional outreach ini- 
tiatives that would allow us to treat more patients and do it more 
conveniently. We also, as you well know, are experiencing some 
waiting times in various parts of the coimtry. Clearly, savings in 
any p^ of our operations would allow us to redirect those fimds 
to provide direct patient care services which is what we would do 
with funds that we would recoup from savings in this area. 

Mr. Everett. GAO estimates there is 5 million square feet of 
currently unused space in the VA system. Would you agree with 
that figure? And also they estimate it is costing approximately $35 
million a year to maintain that imused square frotage. 

Mr. Clark. Again, Mr. Chairman, I couldn’t confirm or refute 
that precise figure. I will certainly agree that we have a number 
of unused buildings. We have generated the underutilization of 
space principally because we have seen such a dramatic change in 
the way that we deliver health care services. We now operate fewer 
than half the beds that we operated just 3 or 4 short years ago. 
Our shift from inpatient care to ambulatory care as the primary ve- 
hicle for delivering health care services throughout the needth care 
system hets dramatically changed the kinds of facilities and re- 
sources, capital assets, that we need to provide those services. 

So, yes, clearly we have a number of buildings that are not occu- 
pied. They will not need to be occupied in the foreseeable future be- 
cause of ^e changes that are going on in health care. And I antici- 
pate that altho\igh the shift firom inpatient to outpatient care may 
be more modest in the months and years to come simply because 
we have come so far, I still think we will see additional shifts to 
less inpatient care and more outpatient care in the upcoming years. 

Mr. Catlett. Mr. Chairman, may I add to that response by Mr. 
Clark? 

Mr. Everett. Yes, please. 

Mr. Catlett. Two points I would make. One is recognizing your 
sense of urgency and need to move with the broader restructuring 
within the authorities that we now have, particularly enhanced 
use. We are increasing the opportunities to use that several million 
square feet of unused space for other purposes in partnership with 
the private sector. In some cases, specifically for veterans’ needs. 

And we are seeing some good projects come forward more fre- 
quently and we certainly appreciate the support that both authoriz- 
ing committees have provided in giving us that authority. The 
other thing I would add is a little broader in terms of the VA. We 
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are undergoing a vigorous review with VBA looking to satisfy their 
space needs on VA medical campuses. 

And I would hope that in the near future, in the next budget, in 
fact, you will see specific projects co-locating the regional offices 
onto these campuses either in that unused space or possibly even 
in new structures. And you will certainly see evidence of a strong 
planning process within VBA, working with VHA to bring those re- 
gional offices onto medical center campuses. And that has gotten 
a good boost in this last several months as we have looked at this 
whole issue of utilizing this unused space. It is not only about get- 
ting rid of it but finding uses wit hi n the VA. 

Mr. Everett. We are going to have a second round of questions. 
I will yield to my ranking member now. 

Ms. Brown. I am going to ask you the question that I first asked 
GAO, and it pertains to the facihties. What degree of not using the 
facilities pertains to budget reductions or just not being needed? Do 
you understand the question? 

Mr. Clark. Yes, I do. 

Ms. Brown. Okay. 

Mr. Clark. While there are instances where we have had some 
delays in activating certain facilities, that has been as much as 
anything else budget driven. However, the majority of the under- 
utilized or underused buildings or vacant buildings that we were 
referring to this morning have much more to do and in most cases 
all to do with the shift in the way we are providing health care 
services. 

I can’t overemphasize the dramatic change in the delivery of 
health care services that have gone on in the health care industry, 
and as was mentioned earlier, our change has been probably more 

E renounced than the industry’s change in the short period of time 
ut it really parallels what has happened in the private sector. We 
have gone from a largely hospital-based system just 4 or 5 years 
ago to a basically outpatient-oriented health care system now, and 
that has resulted in a dramatic change in the use of the buildings 
that we have had with our system for years. 

Ms. Brown. So realignment is needed? 

Mr. Clark. Clearly realignment is needed. We support the con- 
clusions in the GAO report that there is a need for substantial re- 
alignment and restructuring of our assets in the VA health care 
system. 

Ms. Brown. Let me just say one thing. I a^ee vidth you and with 
the report but the delivery of the services is so important to the 
veterans. They are not happy with some of the changes, and I don’t 
mean inpatient services. I mean even outpatient services when 
they are not being able to get their appointments or treatments or 
just the reductions in the staff. So if we have shifted, where is the 
money? It is not necessarily that we have money for this new oper- 
ational system that we have in place. 

Mr. Clark. Well, the money that has been shifted, saved, if you 
will, from reducing the amount of care that we provide in a hos- 
pital bed has been reinvested in additional primary care clinics, in 
the community-based outpatient clinics. The community-based out- 
patient clinics, the 270 some odd that I mentioned, have been en- 
tirely funded out of our medical care budget. We didn’t get addi- 
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tional sources of money to open those. Those had been done simply 
by shifting money from one part of our operation to another. 

The point you raise I think is ve^ valid that many of the 
changes have been difficult for the patients in the veteran commu- 
nity to accept, and that is why we believe so strongly in involving 
stakeholders in important decisions like this. I think our disagree- 
ment with GAO would perhaps be only a matter of degree that we 
have, we feel, in making dreunatic change in the health care system 
by and large because we have brought our stakeholders into the 
process and gained support from them in what we have tried to do, 
and that is really what we would want to do in this process as well. 

Ms. Brown. 1^. Chairman, I will yield back the balance of my 
time. 

Mr. Everett. Thank you very much. Chairman Spence. 

Mr. Spence. Thank you, Mr. Chairman. Mr. Clark, you say in 
your statement that the President’s 2000 budget proposed the pilot 
program to improve the management of capital resources, and you 
went on to say that the program would allow the VA to dispose of 
excess and luiderutilized property and use 90 percent of the pro- 
ceeds for infrastructure needs and so forth. In other words, are you 
more or less tracking what GAO has told you they found and trying 
to correct some of those problems with the authority you have in 
the budget? 

Mr. Clark. Let me defer to Mr. Catlett to answer that question. 
I think he is better able to do that. 

Mr. Catlett. Mr. Spence, what we are trying to do with that leg- 
islative proposal is to provide the incentive to locals — those in the 
networks, ffiose at the medical centers, who have to bring about 
this change. They need to consult with their stakeholders in mak- 
ing these proposals and working through all the various interests 
out there. That incentive is to let them keep those revenues to rein- 
vest in the system whether that is opening more clinics or hiring 
more doctors or whatever it may be. 

But at this point the only avenue we have is to lease those prop- 
erties as I mentioned earlier to the Chairman, in what we call Idle 
enhanced use program. This new proposal would allow us to sell 
all or portion of a facility and those revenues then be retained by 
the VA specifically for medical care needs. It is a legislative pro- 
posal that we have been spending quite a bit of time on. And again 
it is quite complicated by the issue of the McKinney Act. There has 
been a hold within the Administration on this proposal concerning 
the McKinney Act exemption since the proposal was made in the 
beginning of February within the President’s Budget. 

Mr. Spence. That is all I have, Mr. Chairman. 

Mr. Everett. Let me read from your statement. Mr. Hill, I am 
very sorry. You came in here and I didn’t notice you coming in. 
Would you have ^lny questions? Yes, please go ahead, and I apolo- 
gize for not recognizing you. 

Mr. Hill. Thmik you, Mr. Chairman. The VA health care system 
of course has a lot of stakeholders. There are medical schools that 
are reluctant to change longstanding business relationships, unions 
that are reluctant to support planning decisions that might result 
in a restructuring of services ^uld of course your friends in Con- 
gress who represent districts where change is threatened. Unfortu- 
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nately, stakeholder pressure can lead to decisions that are not in 
the veterans’ best interest. How will your planning process meet 
these challenges and remain credible? 

Mr. Clark. The stakeholders that you mention are important to 
us. Again, we feel that the changes that we have been able to make 
in recent years has been in large measure because we have gar- 
nered the kind of support that we felt we needed to make those 
changes from the stakeholders. They all have related but somewhat 
different interests and balancing those interests in gaining that 
support has been a challenge. I think my response to your question 
would be that I think we need a balance of opportunity for stake- 
holder involvement, direct participation and involvement, at a local 
level, but that has to be balanced with some centralized uniformity, 
consistency, development of criteria, and perhaps additional over- 
sight so that the broad needs and interests of veterans and the ob- 
jectives of the VA headquarters can be balanced with the interests 
and the needs of the local stakeholders. 

Mr. Everett. Would the gentleman yield? 

Mr. Hill. Yes. 

Mr. Everett. That is an excellent question, and, Mr. Clark, I 
just have to tell you that I challenge that answer. I know, for in- 
stance, from personal experience that you had zero support from 
your stakeholders in combining the east and west campus there in 
Montgomery and Tuskegee. You had zero support. I don’t know 
about across the Nation but I would suspect that those veterans 
there are no different than veterans across the Nation. And I ap- 
preciate the gentleman’s question and also yielding to me. 

Mr. Hill. Mr. Chairman, I have a second question. The General 
Accounting Office assessed the assumptions and data for proposals 
submitted for building improvements, for alterations to the VA’s 
capital investment panel for fiscal year 2000 funding consideration. 
In general, the General Accounting Office found that the proposal 
information was neither uniform nor complete. With the credibility 
of your plan being so important to Congress, how do you respond 
to this? 

Mr. Catlett. Mr. Chairman, I would like to respond to that, 
please. The efforts that we have made in terms of improving the 
capital investment process I think have been significant. It doesn’t 
minimize the point that you are making here that they can be im- 
proved, and we would agree with that. But the efforts that we have 
made to improve the data and the analysis refiects I think in part 
the reception that we do need to restructure. 

I would add for perspective that we have simificantly reduced 
over the past few years the amount of money that we are putting 
into the major construction component of our capital investments. 
We have recomized under Dr. Kizer’s leadership in the health ad- 
ministration the need to slow down capital investment vintil we get 
our act together better. 

And I think we have made steps. Obviously, some could say do 
nothing until you have completely designed or developed a data 
analysis process that is complete and accurate; but I think frankly 
that is very tough to do in the government because of competing 
interests and perspectives. So, again, I would offer I think we have 
made progress. I think you will see progress in 2001 in terms of 
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our ability to analyze the data and make it more relevant to the 
future needs of improving service to veterans. 

But I wouldn’t try to blow smoke at you and say that it is per- 
fect. I am not arguing that. I am saying we recognize the issues 
and we are makuig efforts to improve that and we have slowed 
down the amount of money we have invested in the capital, par- 
ticularly the major construction component, while we are improving 
that. 

Mr. Hill. Thank you, Mr. Chairman. 

Mr. Everett. Thank you for those questions. Mr. Udall. 

OPENmO STATEMENT OF HON. TOM UDALL 

Mr. Udall. Thank you, Mr. Chairman, and thank you members 
of the panel for being here today. I represent a veiy rural district 
in northern New Mexico that is bigger than the State of Pennsyl- 
vania. And one of the very success^ programs that the Veterans 
Administration has initiated in the health care area is contracting 
with clinics in small towns to the tune of $400 or $500 a year per 
veteran to get their local health care needs taken care of at the 
local level. 

And clearly this is a program that benefits the veterans. 'They 
can be taken care of at home. They don’t have to travel long dis- 
tances. Their needs are met immediately. They don’t have to go 
down and wait in a line. Recently, I have been notified that this 
program is threatened and that they may have to cut back and 
these people, many of them are very elderly World War II veterans, 
are going to have to travel these long distances. They can’t drive 
themselves so relatives are going to have to ts^e time off of work 
and do it. 

It really disturbs me hearing today in this GAO report that there 
are inefficiencies in your system and yet at the same time if you 
corrected those inefficiencies you could be addressing and possibly 
we could be putting monies into reaching veterans in rural areas. 
I just hope in the course of you re-evaluating this report and taking 
steps forward that you are going to put a priority on reaching vet- 
erans in rural areas and that you recognize in your evaluation of 
this report that many veterans live in rural areas and that they 
need to be taken care of closer to home, and I would like to know 
what your response is to that. 'Thank you. 

Mr. Clark. My response is that I agree. Again, the extent to 
which we have been able to move our service delivery system out 
to where the patients live through community-based outpatient 
clinics has been because we have realized savings elsewhere in the 
system and successfully redeployed those savings to outreach. 
Many, if not most, of the community-based outpatient clinics have 
gone to more rural areas that are in pockets of veterans population 
that have been underserved or could not conveniently get to VA 
facilities. 

That would continue to be om strategic direction to try to reach 
those pockets of underserved veteran population through the rede- 
ployment of funds that come about from savings elsewhere in the 
system, and this is clearly one of those areas where we could real- 
ize some savings. 

Mr. Catlett. Mr. Chairman, could I 
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Mr. Everett. The maintenance of those clinics is one of our 
highest budget priorities, or it should be for those nmal clinics and 
clinics in gener^. 

Mr. Clark. Yes. Yes, clearly. 

Mr. Everett. I am sorry. Mark. 

Mr. Catlett. No, sir, I just wanted to add a broader point that 
has been on my mind; I think we made this point in the March 
hearing before Chairmsm Steams’ subcommittee. When GAO 
speaks of this one in four medical care dollars or when you speak 
of the $1 million a day estimate, most of that savings is staff sav- 
ings to be achieved because most of that money in maintaining our 
facilities in our staff. 

So, again, not to offer an excuse but the employees are another 
stakeholder in this change. In order to generate savings, this is my 
perspective clearly and I don’t think I am off on this, will require 
reducing staff. That doesn’t mean reducing nurses or doctors. In 
fact, I would hope that means we are going to increase nurses and 
doctors. But the primary savings is reducing the indirect staff that 
supports this infrastructure. 

As you know, we have reduced 25,000 FTE already in the system 
and I think to complete the efficiency that GAO talks about could 
mean thousands and thousands more being reduced as well. Again, 
you have to look at the net result because you are talking mjout 
adding nurses and doctors but reducing the blue collar workers and 
the wage grade workers that support these infrastructures. It is 
not just as simple as sa^ng if you would sell that asset or lock up 
that building, you are going to save a lot of money. 

Mr. Everett. Would some of that be achieved through retire- 
ment and attrition, that sort of stuff? 

Mr. Catlett. Well, we have used all the tools. We are seeking 
buy-out authority again and would like to see that extended. 

Mr. Everett. Ms. Brown and I were talking and we both agree 
that there probably ought to be more money within the VA health 
care system. We might differ on the exact amount but we both are 
in agreement with that. You also know from the last 5 years start- 
ing with our computer situation, our concentration has been in the 
waste that we see in the VA, $97,000 for a basement to be water 
proofed, $26,000 for fish tanks and things like that. 

But beyond that I get the sense overall that sometimes we don’t 
know who is in control. Let me read from your statement, Mr. 
Clark. It says the Office of Facilities Management, the VHA Office 
of Policy and Planning, and the Office of Assistant Secretaiw for Fi- 
nancial Management are in the process of determining roles each 
will have in implementing the GAO market-based surveys. 

I am recalling back to the 104th Congress when we went through 
the same kind of thing on modernization of our computer structure 
and trying to drop down the compensation claims processing wait- 
ing period then, which was I think around 170 or 180 days. The 
problem we have is that we didn’t see a road map. We didn’t have 
a road map, plus the fact I think you can recall that we didn’t 
know who was in charge a good bit of the time, or at least I never 
found out who was in charge. I am wondering here who is in 
charge of this, who has the final say-so of these three different of- 
fices that are involved in it. 
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Mr. Clark. The Undersecretary for Health, in this case the Act- 
ing Undersecretary for Health, Dr. Garthwaite, would have that 
final authority and all of those programs operate under the Under- 
secretary for Health. What I was trying to point out in the testi- 
mony is that, while I really don’t believe that this is a tvuf battle, 
there are many offices involved. The Office of Planning is involved 
in strategic planning and capital asset planning. 

Clearly, the Office of Facility Management has a steike in this. 
My office does as responsible for field operations. I think that adds 
a level of complexity to the process but our challenge is to bring 
those offices together to determine who can contribute in what 
ways to bring about a comprehensive program that is understand- 
able and meets our objectives. But to directly answer your question 
all of that is under the responsibility of the Acting Undersecretary 
for Health. 

Mr. Catlett. Mr. Chairman, I would like to provide you some 
comfort. I have been part of many discussions with VHA, and As- 
sistant Secretaries for Financial Management and Planning and 
Analysis. 'There is no conceptual disaCTeement about what we need 
to do and where we are headed on this. I would even suggest the 
differences in terms of technique or process are minimal or very 
small. I feel very comfortable in telling you, I am assuring you 
there is no delay because there is an issue about turf and who has 
the leadership on this. 

We Eill recognize the need and we are all pulling together on this. 
And as I said, most importantly, there is broad conceptual agree- 
ment throughout the headquarters in terms of what needs to be 
done and moving ahead with it. 

Mr. Everett. I am smiling because you tell me there is no issue 
of turf. 

Mr. Catlett. Yes, sir. I believe that firmly. 

Mr. Everett. Let me tell you we can’t ask the GAO to do a sys- 
temwide evaluation of what we need to do. That has to be done by 
the VA. And the frustration that you se6 coming out here is the 
fact that I don’t think that we can wait another 5 or 10 years at 
a cost of over $1 million a day of veterans’ health care money to 
get that answer. We need for you guys to appoint a special task 
force to make this a number one priority. 

Something has to be done to get this thing on track and moving 
faster. I appreciate what has been done so far. I appreciate the 
leadership of Dr. Kizer. And I have the greatest respect, as each 
of you know, for the work that the VA officials up here are doing 
by trying to head in the direction to do it. But we cannot waste an- 
other $1 million a day over the next 5 to 10 years trying to find 
out what we need to know. We have to get there. 

And one of the things I would ask you to do is go back and get 
some sort of higher priority placed on this and let’s put it on some 
sort of fast track. 

Mr. Clark. We are committed to do that and I hopefully brought 
that out in my oral statement. I am frankly not satisfied with the 
progress we have made in the past few months on this. It is a com- 
plex issue trying to integrate all of our different strategic and cap- 
ital asset initiatives. It is not an easy thing to do. We are, as we 
talked about earlier, committed to involving stakeholders in the 
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process. How much to involve them, how much participation or con- 
trol over the process to allow them has been frankly a point of con- 
siderable contention within VA, and we are in the process of trying 
to sort that out. 

This is being given a high priority. I am committed, as I said, 
to bringing this to conclusion as rapidly as possible so that we have 
a comprehensive plan that works for all of us, and I will commit 
to make that a high priority for VHA. 

Mr. Catlett. Mr. Chairman. 

Mr. Everett. Yes. 

Mr. Catlett. I am sorry. I would add one other point. The third 
issue that GAO mentioned in answering your question about rea- 
sons for a delay as they see it concerns the funding of these stud- 
ies. I can tell you that since that March hearing there has been in- 
terest on the Appropriations Committee staffs on both sides of the 
Hill. I am cautiously optimistic that we should see some funding 
for these studies in the 2000 budget. 

We know they are interested. We provided information. We pro- 
vided estimates. We provided technical assistance in terms of lan- 
guage to allow us to get the money this coming year and not wait 
another year. So, again, fingers are crossed that we will see some 
of this money needed to hire the consultants. So I am, hmjeful that 
we are going to have some funding to assist us in this effort in the 
2000 budget. 

Mr. Everett. And I would hope so also, and I would also associ- 
ate myself again with Mr. Hill’s remtirk. In fact, I would hope you 
would find these consultants to be independent of the stakeholders 
who may have an interest and might not serve the overall interest 
of the veterans. I would hope you would give great consideration 
to having someone independent look at this, rather than someone 
who moves more by emotion than they do practical reasons. Before 
I read my closing statement, does any other member — Ms. Brown. 

Ms. Brown. Yes, Mr. Chairman. First of all, let me thank you 
for your leadership in this area and I want to note particularly that 
we don’t disaCTee at all as far as the additional money. I will take 
any amount that we can get. But also the situation as far as the 
waste is concerned deeply concerns me and you have been a leader 
on that. And I am also concerned about this $1 million a day that 
everybody is talking about. That is a lot of money. 

And I have some written questions that I would like to submit 
to Mr. Clark and please can I get a timely response and not the 
next time we have a hearing, not that I am talking about you but 
I do have some written questions. I would also like to submit my 
official statement, to the record. 

Mr. Everett. Without objection. 

Ms. Brown. And back to that $1 million. I think that just $1 mil- 
lion a day, that is a lot of money. That is a lot of money. And you 
don’t really — you don’t know how they came up with the figure, you 
don’t know whether it is accurate. I think we need to get on top 
of that. I could use the money in Florida. 

Mr. Clark. I understand. We clearly want to move the CARES 
process forward. 

Mr. Everett. The gentlelady will always let you know about 
Florida. 
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Ms. Brown. So thank you, Mr. Chairman, for having this hear- 
ing, and I think we need to get some answers. 

[The prepared statement of Congresswoman Brown appears on p. 
36.) 

Mr. Everett. I thank you. GAO’s testimony this morning dem- 
onstrates how urgent the situation with the VA hospital system 
has become. The government’s health care system for veterans has 
become grossly inefficient: waste at the rate of a million dollars a 
day or more, five million square feet of unused space, thousands of 
emptv, luiderutilized or obsolete buildings, and hospital utilization 
that nas dropped 50 percent in the last decade. This is the picture 
of a health care system in a steep decline. 

The VA must deal with this crisis as rapidly as the complexity 
of the situation permits. Huge amounts of money are being wasted, 
when those dollars could be reinvested to improve access eind qual- 
ity of veterans’ care. And I for one would say that if we need to 
pass lemslation to make sure that this money stays within the VA, 
I would certainly be willing, and I am sure this Committee would 
be willing to do that. Capital asset planning sounds like something 
only an accountant could get excited about, but it is a key element 
in providing for veterans’ health care. 

'The planning has to be more than an exercise in rearranging the 
deck chairs. It won’t work that way. It must be objective and realis- 
tic. It must be geared to today’s and tomorrow’s health care mar- 
kets. By becoming more efficient, the VA could in effect increase its 
budget by a million dollars a day. 

Working with our committee leadership, I expect to continue hav- 
ing oversight hearings on VA’s progress in restructuring its health 
care system for veterans. I suppose we could just let it fall apart, 
time will take care of that, but the responsible way is to plan for 
these changes for the maximum benefit of our veterans. And I am 
not talking to just the VA here. I am talking to the Congress also. 

Without objection, members will have 5 legislative days in which 
to submit statements and questions for the record. The hearing is 
adjourned. Thank you very much. 

[Whereupon, at 11:30 a.m., the subcommittee was adjourned.] 
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appendix 


U.S. House of Representatives 
Committee on Veterans Affairs 
Subcommittee on Oversight and Investigations 

Oversight Hearing on VA’s Capital Assets Realignment 
for Enhanced Services for Veterans 

CHAIRMAN TERRY EVERETT 
OPENING STATEMENT 
The hearing will come to order. 

Good Morning! This Oversight and Investigations 
Subcommittee hearing will examine the progress the VA 
has made in capital asset planning. For the VA, capital 
asset planning basically means figuring out how it is 
going to restructure its vast health care system, which 
has thousands of buildings. 

This subject is a matter of bipartisan congressional 
concern. This past March, Chairman Stearns of our 
Subcommittee on Health held a hearing on VHA’s 
management of its capital assets. At that hearing, GAO 
testified that VA’s asset planning indicated that billions 
of dollars might be used to operate hundreds of 
unneeded buildings over the next five years. 


GAO also estimated that one in four medical care 
appropriated dollars will be spent on operating and 
maintaining its assets. This translates to as much as S20 
billion dollars over the next five years. 

GAO strongly recommended that VA seriously 
consider such alternatives to current operations, such as 
consolidating services, partnerships with other health 
care providers, procuring care and services, and 
replacing obsolete assets with modern ones that address 
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the health care needs of our veterans today and in the 
future. 

During that March hearing, the VA healthcare 
delivery system was described as increasingly 
dysfunctional, archaic, decrepit, inefficient, and having a 
staffing structure filled with duplication. 

Some older VA medical centers have more than 
fifty buildings. No other health care provider in 
America today can afford to operate with this kind of 
setup. It is expensive and wasteful. As Chairman 
Stearns stated, "We should be taking care of veterans, 
not buildings." 

I should note that the Veterans Affairs’ Committee 
has proposed legislation that in part would assist the VA 
in it capital asset management. The bill, H.R. 2116, is 
known as the Veterans Millennium Health Care Act, and 
it awaits House approval. 

The VA has committed to a disciplined independent 
analysis of the forty locations the GAO identified with 
multiple health care delivery locations. Today, four 
months later, we will examine how much progress the 
VA has made to seriously address the future. We will 
also hear the shocking cost of indecision. 

I now recognize Congresswoman Corrine Brown, 
our Subcommittee Ranking Democratic Member. 
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CLOSING STATEMENT 

GAO’s testimony this morning demonstrates how 
urgent the situation with the VA hospital system has 
become. The government’s health care system for 
veterans has become grossly inefficient. Waste at the 
rate of a million dollars a day or more, five million 
square feet of unused space, thousands of empty, 
underutilized or obsolete buildings, hospital utilization 
that has dropped over 50 percent in the last decade; this 
is the picture of a health care system in a steep decline. 

The VA must deal with its quiet crisis as rapidly as the 
complexity of the situation permits. Huge amounts of 
money are being wasted when those dollars could be 
reinvested to improve access and quality for veteran's 
health care. Capital asset planning sounds like 
something only an accountant could get excited about, 
but it is a key element in improving veteran's health 
care. 

This planning has to be more than an exercise in 
rearranging the deck chairs. It must be objective and 
realistic, and it must be geared to today’s and 
tomorrow’s health care markets. By becoming more 
eflicient, the VA could in effect increase it budget by 
about a million dollars a day. 
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Working with our Committee leadership, I expect 
to continue having oversight hearings on VA’s progress 
in restructuring its health care system for veterans. I 
suppose we could just let it fall apart — time will take 
care of that — but the responsible way is to plan these 
changes for the maximum benefit of our veterans. 

Without objection, members will have five legislative 
days in which to submit statements and questions for 
the record. 

The hearing is adjourned. 
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STATEMENT OF CORRINE BROWN 
RANKING DEMOCRATIC MEMBER 
VETERANS’ AFFAIRS SUBCOMMITTEE ON 
OVERSIGHT AND INVESTIGATIONS 

Hearing on Department of Veterans Af&irs’ Progress 
In Developing Its Capital Asset Realigrunent Plan 
July 22, 1999 

Mr. Chairman, I commend you for holding this important hearing on VA’s 
progress in developing its capital asset realignment plan. 

The Veterans’ Affairs Subcommittee on Health laid a good foundation with 
its March lO"' hearing on capital asset plarming. I am anxious to hear from GAO 
and VA regarding the structiue of the plarming process, the direction it is going, 
and the pace it is moving. 

I recognize the enormity of VA’s task, with over 4,700 buildings -- 40 
percent of which are more than SO years old. And I appreciate the challenge of 
satisfying affiliated medical center deans, unions, and, of course. Members of 
Congress who represent districts in which changes need to be made. It is 
important, however, that this Subcommittee help VA do what it must to fix its 
health care system. And VA must do it in a way that gives Congress confidence 
that VA’s decisions are based on a thorough and rational analysis. 

Capital asset plarming is a real case of “time is money”. One-fourth of VA’s 
health care budget is spent on operating, maintaining, and improving its property. 
GAO will tell us this morning that VA could be spending $1 million or more a day 
to operate and maintain urmeeded assets. 

It is critical that VA accept its stewardship responsibility and bring Congress 
a creditable plan in a timely fashion. It is terrible to think that VA might be short- 
changing the delivery of health care services so that they can heat empty, obsolete 
buildings. Budget resources for health care next year are scarce and may well fall 
short of the mark necessary for even adequate service. VA must not delay its 
plarming process. 

It is also important that VA protect those programs that are so special to its 
mission, such as traumatic brain injury, spinal cord injury, and blind rehabilitation. 
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Some of the decisions VA must make will be painful to its stakeholders, 
including Members of Congress. It is vital to the success of realignment that this 
Committee support VA in restructuring its resources and allow a truly “patient- 
centered” health care system to emerge. 

I am sure that witnesses this morning will want to talk about VA facilities in 
the Chicago area, an issue effecting several Members of the Committee on my side 
of the aisle. The critical point with Chicago, as with any other service-delivery 
market being considered, is that the process be impartial. Stakeholders must have 
an adequate opportunity to provide input 

Mr. Chairman, no one said that governing was easy, but it is the 
responsibility of this Subcommittee to see that it is done feirly and efficiently. To 
that end, I look forward to hearing our witnesses on this important matter. 
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Mr. Chairman and Members of the Stibconnittee: 


We are pleased to be here today to discuss utilization of health care 
assets owned by the Department of Veterans' Affairs (VA) and operated 
by the Veterans' Health Administration (VHA) . VHA spends about one 
of every four health care dollars operating, maintaining, and 
improving buildings and land at 181 major delivery locations 
nationwide-in all, more than 4,700 buildings and 18,000 acres of 
land. 

Pour months ago, we reported that VHA's asset plans indicate that 
billions of dollars might be used operating hundreds of unneeded 
buildings over the next 5 years or more.^ This could result because 
VHA does not syst^natically 

• evaluate how veterans' needs relate to asset needs on a market (or 
geographic) basis or 

• conpare assets' life-cycle costs and alternatives, such as 
purchasing care from other public or private providers, to identify 
how veterans' needs can be met at lower costs. 

We concluded that VHA could enhance veterans' health care benefits if 
it reduced the level of resources spent on underused, inefficient, or 
obsolete buildings and reinvested these savings, instead, to provide 
health care more efficiently in modem facilities at existing 
locations or new locations closer to %^ere veterans live. 

We recommended that VHA systematically develop asset restructuring 
plans for all medical care markets in a timely manner. Prom our 
perspective, such assessments would involve 106 markets, including 66 
that have a single VHA delivery location and 40 with multiple 
locations. Overall, these markets include 165 VHA hospitals. 

VHA agreed, in general, with our evaluation and said, at that time, 
that it would take the steps needed to restructure its portfolio of 
health care assets. In light of VHA's commitment, you asked us to 
provide (X) additional information on VHA's hospital utilization and 
(2) an assessment of efforts to implement an asset realignment 
process. 


' VA Hetkh Cwe: 
10. 1999). 
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My conments this morning are based on our studies consisted over the 
past 5 years that involved 

• visits to over 100 VHA health care delivery locations, 

• visits to VHA' 8 headquarters and VHA's 22 regional offices, and 

• discussions with over 500 officials. 

Also, we reviewed reports by inspectors general of VA and the 
Department of Health wd Human Services (HHS) , as well as private 
sector consultants regarding hospital utilization. 

In susmary, VHA's hospital utilization systemwide has dropped 
dramatically (about 58 percent, or 28,000 patients a day) during the 
past decade, with most of this decline occurring over the i>ast 3 
years. Furthermore, hospital utilization is expected to continue to 
decline significantly over the next 20 years, primarily ] 3 ecause of a 
projected 36-percent (9 million) reduction in the veteran population 
Currently, utilization of individual VHA hospitals varies widely, 
ranging from an average of 4 to 389 patients per day. About one in 
three hospitals serves mar)cets experiencing the highest declines in 
veteran poinilation and lowest utilization among VHA's hospitals 
(fewer them 50 patients daily in rural hospitals or 150 in url»n 
hospitals) . 

Over the past 4 months, VHA )ias made limited progress toward 
implementing a realignment process. To date, VHA's efforts have 
focused on discussions of who should lead such a process, how 
sta)ceholders should participate, and how decisions are to be made. 

On the positive side, VHA seCTm to Joe leaning toward a process that 
would allow for sta)ceholder participation euid incorporate asset 
planning guidelines that are consistent with industry practices. 

When implementing this process, however, VHA could rely too heavily 
on local 8ta)ceholder8 who may have vested interests in maintaining 
the status quo. VHA's past experience suggests t)iat this could 
result in a protracted decision-maScing process that continues the 
expenditure of scarce resources on unneeded buildings, at a rate 
potentially as high as $1 million a day. 

BACKGROUND 

Within VHA, 22 regional offices, referred to as Veterans Integrated 
Service Networics, have primary responsibility for health care 
dflivery to more than 4 million veterans. In each networ)c, a 
director and a small staff perform a wide range of activities, 
including asset management. 
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VHA's 165 hospitals provide a wide range of medical and 
mental health services. More than two-thirds (110) provide 
primarily medical and surgical services, vdiereas the rest 
provide primarily mental health services-both shorter-term 
(fewer than 30 days) and longer-term. 

In Octolier 1995, VHA t>egan to tremsform its system from a 
hospital operator to a health care provider that relies on 
comnunity-based, integrated networ)cs of VHA and non-VHA 
providers to meet veterans' needs more efficiently and 
effectively.’ The most notable initiatives involved 
shifting veterans' care to appropriate outpatient and 
residential settings, reengineering administrative and 
clinical processes, and closing services, including 
medicine or surgery, primarily loecause of low utilization. 

In fiscal year 1999, VHA received a $17 billion 
appropriation to serve veterans' health care needs; VA 
requested a comparable appropriation for fiscal year 2000. 
VHA could spend as much as $4 billion annually for asset 
operations and maintenance costs, which is generally 
referred to as the cost of asset ownership. Such ownership 
costs include utilities and services such as security, 
grounds care, fire protection, waste collection, pest 
management, and custodial wor)c. Of note, VHA has more than 
5 million square feet of vacant space, which could cost as 
much as $35 million to maintain emnually. 

MOST VHA HOSPITALS 
HAVE LOW, DECLINING 
UTILIZATION 


VHA hospital utilization dropped dramatically over the past 
decade, falling from 49,000 patients a day in 1989 to 
21,000 in 1998. Almost half of this decline has occurred 
over the past 3 years. During this time, VHA experienced 
comparable declines in medicine and mental health patients. 

These declines stemmed primarily from changing medical 
practices that reduced inpatient admissions and lengths of 
stay.’ VHA hospital admissions decreased from over 1 
million in 1989 to about 600,000 in 1998, a decrease of 
about 40 percent. Patients' average lengths of stay per 


‘VA HmIiS Cttr- Si«ii» of Effoitl lo Imimive P.ni cieiicv ux) ActCM (GACWHEHS-98-48. Fcb. 6. 1998). 
’ VAHoniiuls: iMug ind ChillenzM for the Futuie (OAO;H£HS-98-32, Apr 30. 1998). 
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medical admission dropped from almost 20 days to about 10 
days during this time. 

As utilization declined. VHA reduced the number of beds 
that it kept in service. The average VHA hospital size 
declined from 415 beds in 1989 to 158 in 1998. Over the 
past 3 years, VHA has removed about 24,000 beds from 
service. 

Hospital utilization and operating beds are esqpected to 
continue to decline over the next 20 years. Nationwide, 
the number of veterans (25 million) is declining and their 
average age (58) increasing. VHA estimates that the veteran 
population will number 16 million by the year 2020, a 36- 
percent decline from today’s level. All VA hospitals 
project a declining population l>ase for their primary 
market areas with two-thirds expecting declines greater 
than 33 percent. 

Over the next 20 years, moat of VHA's health care buildings 
will approach or pass their normal useful life expecteuicy. 
Hore than 40 percent, for ex^ul{>le, )iave already operated 
for more them 50 years, including almost 200 txiilt before 
1900. Many organizations in the facilities management 
environment consider 40 to 50 years to t>e the useful life 
of a building.* 

To gain a perspective on VHA's hospital utilization, we 
examined liospital closure studies t)iat }>ave been issued 
eumually by the HHS inspector general since 1989.’ These 
studies show that ajjout 600 of 5,400 private hospitals have 
closed over the past 10 years. 

The findings from these studies of hospital closures were 
similar. Closed hospitals were ssmll, as measured by 
numbers of operating )3eds, and )>ad low patient utilization. 
When the hospitals closed, few patients were affected, 
primarily l>ecause they could get medical care nearby. 

'The inspector general's latest study, for exasgile, shotted 
that 10 rural hospitals and 28 Mrban hospitals closed 
during 1997. Of the rural ones, 6 had fewer than 50 beds. 


Vm»Wwg6o«m.|ehmis4iwlUvkwafmeDeai»imnso4Va eisiAllWmOftonfF«NlltiM 
MBMaaOI. npon kmm 17, 19W). 

’HHS. Office of the lo^wciar Qeaenl Ho«iulO« py Kries 19t9 ifaroocb 1997 (W«hiatt)fi. D.C: 
1991-99). 
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By contrast, 24 of the urban hospitals had 150 beds or 
fewer. 

Our assessment of VHA's 165 hospitals showed that 74 have 
operating beds comparable, in nundoers, to private sector 
hospitals that closed. Nearly half of VHA urban hospitals 
(64 of 136) have fewer than 150 inpatient operating beds 
and more than one-third of rural hospitals (10 of 29) have 
fewer than 50 operating beds. As previously noted, VHA's 
hospitals include longer-term mental health patients, 
whereas private sector hospitals generally do not. Thus, 
if VHA's longer-term mental health patients are excluded, a 
larger number of its hospitals would li)cely be considered 
to have low utilization. 

On average, VHA's urban hospitals had about 133 patients a 
day, with 72 percent (69 hospitals) averaging less than 150 
patients a day. Rural hospitals averaged about 75 patients 
a day, with about half (15) having fewer than 50 patients a 
day. 

Of note, nearly three-fourths (56) of the 74 smaller url>an 
and rural hospitals serve a veteran population base that is 
projected to decline more than 33 percent over the next 20 
years. In addition, most of these hospitals have health 
care buildings that are or will soon be more than 50 years 
old. Over the past 3 years, utilization of those hospitals 
has dropped t>y about 50 percent. 

VBA'S PROPOSED RgALKaMBWT PROCESS 
PACES IMPLEMBNTATIOM CHALLENGES 


Over the past 4 months, VHA has wor)ced to design a process 
for developing asset realignment plans, although progress 
has l>een lisdted. These efforts have focused primarily on 
discussions t>etween VHA officials and 8ta)ceholders . As of 
last wee)c, VHA officials stated that a decision would be 
made within 2 months regarding how its asset realignment 
process will be designed and implemented. They told us 
that an initiative, referred to as Capital Asset 
Realignment for Enhanced Services (CARES) had been proposed 
txit that some changes are being considered. 

This proposal, as explained to us, appears to be consistent 
with VA's stated desire to use the Office of Management and 
Budget's capital asset planning guidelines to 
systematically develop asset realignment plans. CARES, for 
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exainple« would direct each region to perform a 
comprehensive assessment of existing markets that would 
focus on 

• current and future utilization rates; 

• asset location, capacity, and condition; 

• congruence between need for asset and veterans* demand 
for services; and 

• alternatives to current service delivery modes, including 
purchasing care from other public or private providers, 
partnering with such providers or replacing obsolete 
assets with modem ones. 

As they currently envision it, VHA officials expect locally 
led steering committees to be established in each of VHA*s 
22 networks and serve as the key management entities in the 
realignment process. They anticipate broad stakeholder 
membership on these committees, including heads of state 
veterans* agencies, medical school deans, and 
representatives of veterans* groups, as %rell as regional 
VHA officials. VHA leadership of the coimittees is not 
assumed but is to be determined among each coniaittee*8 
members. 

VHA officials also expect that each steering committee will 
(1) independently determine its operating and policy 
guidelines; (2) use private consultants to collect, verify, 
and analyze data needed to develop realignment options; and 
(3) recommend ways that health care assets should be 
realigned. Officials told us that decisions on 
recomnendations %rauld ultimately be made by top managers in 
VHA or VA. The steering ccxmvittees will have the latitude 
to set their own timeframes for ccmpleting work, although 
VHA expects to require periodic progress reports, such as 
on 6-month intervals. 

To be successful, VHA will need to overcome several 
critical challenges. Foremost, it seems inevitable the 
locally led steering conmittees could struggle to achieve 
consensus on difficult decisions affecting the status of VA 
hospitals and other health care assets. This is because 
the steering committees could (1) have considerable 
discretion to make critical decisions concerning how 
studies will be designed and conducted, (2) be con^sed 
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primarily of major stakeholders, and (3) not be under the 
leadership of key VRA managers. In our view, this 
arrangement could lead to conflict among the various 
stakeholders sitting on the coanittees if they attempt to 
protect their interests at the expense of the overall 
process . 

Our work has shown that VHA's environment contains a 
diverse group of conpeting stakeholders, who, quite 
naturally, could oppose some planned changes that they feel 
are not in their best interests, even when such changes 
benefit veterans.' Medical schools' reluctance to change 
long-standing business relationships, for exanple, has 
sometimes been a major factor inhibiting VHA's asset 
management. Unions, too, sometimes appear reluctant to 
support planning decisions that result in a structuring of 
services. This is because operating efficiencies often 
result in staffing reductions. 

Two years ago, we reported on lessons learned from VHA's 
efforts to integrate the management and services of 36 
hospitals in 18 markets.^ In general, we noted that 
objective facility integration planning based on 
independent judgment and appropriate stakeholder 
participation was critical to successful integrations . 
Making decisions to restructure medical facility services 
when the decisions could adversely affect the planners' own 
interests presented an inherently difficult situation. 

As planners, these groups may not aggressively consider all 
viable options and may avoid difficult choices by focusing 
only on marginal changes to the status quo. We concluded 
that in such situations VHA integrations might yield less 
than their full potential benefit to veterans, needlessly 
limiting savings availeOile for reinvestment. 

To overcome this problem, we suggested a more independent 
planning approach using planners (full-time VA planners or 
consultants) with no vested interests in the geographic 
area to develop data and recommend options for inproving 
VHA hospitals' operation, in consultation with 
stakeholders. We also encouraged VA to provide all 


*Vctenni* Hetlth Cire: Chie»»n Bfrn«T« m i n»n>vc Sviiem Efficienc (GACVHEHS-98- 118. May 29. 
1998). 

Va Health Cate! Prnm ^fedical Facility iMemtiona (GAO/T-llEHS-97.184. July b24. 
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stakeholders with sufficient infomation to understand and 
support integration decisions. 

Another challenge VHA could face involves inherent 
difficulties in achieving consistent results among the 22 
networks without uniform guidelines and criteria on how to 
conduct market assessments. If steering committees are 
given wide latitude to develop their o»m guidelines and 
criteria, as CARES currently suggests, it seems likely that 
a variety of approaches to gathering data, assessing 
information, and decision-making could emerge. As a 
result, it may not be possible to determine, and therefore 
ensure, that fair and equitedsle decisions are made 
systemwide. 

Steering committees may also find it difficult to coiig>lete 
their work in a timely manner. This is because VHA 
believes that it is essential to use private sector 
consultants to perform most of the market assessment work, 
and resources may be available to do only a limited nunAwr 
of markets at one time. VHA estimates, for exaniple, that 
contracts could cost between $700,000 and $1 million for 
each market that has multiple VHA locations. 

As a result, VHA may find it necessary to prioritize its 
market assessments in order to realize the greatest return 
on its contracting investment. In this regard, it seesis 
preferable for VHA to establish the 40 multiple location 
markets as a top priority. Of these, nine have 4 or nore 
delivery locations conqpeting to serve the same veterems; 
these markets have a total of 46 locations, including 12 
with low utilization and rapidly declining veteran 
populations . 

Cosvleting asset realignment plans for these markets first 
could also help VA to address its financing challenges for 
conducting other market assessments. This is because such 
markets should provide an opportunity to dispose excess or 
underutilized properties or to develop initiatives that 
could result in an enhanced use by other public or private 
organizations. The Congress is currently considering 
proposals that increase VA's opportunities to retain 
revenues from the disposal or enhanced use of unneeded 
buildings. These proposals are conqpelling because they 
could provide VA with much needed incentives to stake 
difficult asset realignment decisions in a timely manner. 
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In recent years. VHA has realized little success with a 
locally led planning aiodel, like CARES, that relied heavily 
on stakeholders' involvement. Almost 4 years ago, VHA's 
New England network began efforts to realign assets among 
its five delivery locations in the Boston market. 

Similarly, about 2 years ago, the dreat Lakes network 
initiated efforts to realign services among two of its four 
delivery locations in the Chicago market.' Both of these 
efforts were characterized by time-consusdng debates among 
stakeholders that resulted in piecemeal decisions. In 
neither market has VHA yet reached decisions that are in 
veterans' best interest. 

By contrast, VHA had notable success using a more 
centralized planning model when assessing the needs of 
veterans in the Northern California health care market 
during 1997. In general, a private contractor, in 
consultation with stakeholders and others, collected data 
on veterans' needs, existing VA assets, and lower-cost 
alternatives and presented options to VHA's central office, 
«diich also consulted with stakeholders. This approach 
allowed veterans' needs to be met without building a 
previously proposed $200 million hospital addition. These 
results were achieved in a shorter time th^m VA experienced 
in Chicago and Boston. 

Of note, VHA has initiated a new asset realignment effort 
in Chicago that does not heavily involve local 
stakeholders. A steering coianittee composed of high-level 
officials from several regions was established to review 
data collected by a private consultant Md recomnend 
realignment options to VHA's central office. However, VA 
has delayed announcing its decision ^md therefore the 
success of this approach is uncertain at this time. 

These experiences suggest that constituting steering 
committees with major local stakeholders may invite 
protracted conflict. This conflict could delay VHA's 
realignment progress if entrenched yet opposing interests 
dominate the workings of the steering comnittees. In 
addition, investing stakeholders with decision-making 
authority could lead to Incremental decision-making if 
consensus cannot be reached on difficult issues. In such 
cases, conflict could frequently lead to suboptimal 
decisions. 


n. May 29, 
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Prolonging decisions, in our view, is not in the best 
interest of veterans because it will delay the 
identification of resources that could be better reinvested 
to enhance services. Given VA's current and proposed 
budgets, it seems inevitable that VA's omership of 
unneeded assets will eventually conqpromise veterans' health 
care services. In contrast, restructuring its capital 
assets could reduce budget pressures or generate revenues 
that could be used to enhance veterans' health care 
benefits. 

While it is not possible to say with certainty what the 
level of operational savings could be, it seems plausible, 
based on our assessment of VA's Chicago market, that annual 
savings could reach $400 million nationally. In Chicago, 
we found that VA could save $20 million annually (about 10 
percent of asset operations and maintenance costs) if it 
met veterans' needs in three rather them four hospitals.’ 

As previously stated, VA could spend about $4 billion 
annually for asset operations and maintenance nationwide. 

Prolonging the con^letion of market assessments also 
increases the pressure on VA's capital asset investment 
process to ensure that scarce resources are not invested in 
assets that VA will vacate in a few years. VHA's existing 
plans show that Individual locations' needs range loetween 
$4 million and $38 million, including about 50 with asset 
needs exceeding $10 million. Recently, we recommended, and 
VA agreed, that its capital investment decisions should be 
subjected to a more rigorous management review. 

COWCLODIWG OBSERVATIONS 

We are concerned that VHA' s limited progress toward 
establishing an asset realignment process needlessly delays 
the reinvestment of scarce resources to enhance veterans' 
health care. Furthermore, potential shortcomings in VHA's 
process as currently proposed — locally-led steering 
committees that have heavy stakeholder involvement — do not 
instill confidence that VHA will be significantly closer to 
having a restructuring plan by this time next year than it 
is today. 


WAHMUtiCwr’ 
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Oivan VA'b past experiences, it seems that a better option 
for realizing asset realignsmnt decisions in a tiswly 
Bianner would involve a more centralized planning model that 
based on consultant or field infonaation and that is 
free froai undue influence from local stakeholders, without 
finar VHA leadership, it seems likely that VKA could take 
many years to decide on, such less acconplish, systemwide 
realignstent. The daily cost of unduly delayed 
decisions is unacceptably hl(^, given that VA could be 
spending $1 million or more a day to <verata and staintain 
unneeded assets. 

Mr. Chairman, this concludes ny prepared statement. I will 
be happy to answer any questions that you or Members of the 
Sxibcosmittee may have. 


(406176) 
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Statement of 
Kennetli J. Clark 
Chief Network Officer 
Department of Veterans Affairs 
Before the 

Subcommittee on Oversight and Investigations 
Committee on Veterans’ Affairs 
U.S. House of Representatives 

July 22, 1999 


Mr. Chairman and members of the subcommittee, I am pleased to appear before 
you this morning to discuss our plan and progress we have made to more accurately 
assess our current and future capital asset needs, and to involve stakeholders in these key 
VHA decisions. One such initiative is the development of the Capital Asset Realignment 
for Enhanced Service to Veterans (CARES) concept, which Dr. Kenneth W. Kizer, the 
former Under Secretary for Health, proposed two months ago. Additionally I would like 
to outline for you plans to undertake the “market-based plans for restructuring assets” 
recommended by GAO at the March 10 Subcommittee on Health hearing on the 
management of capital assets. 

Then Deputy Under Secretary for Health and now Acting Under Secretary for 
Health, Dr. Thomas Garthwaite, testified before the Subcommittee on Health on March 
10, 1999, about VHA’s planning, budgeting, and management of its diverse capital 
assets. At present, VHA owns and/or operates an extensive inventory of capital assets 
located in all SO states, Puerto Rico, the Virgin Islands, Guam, and Samoa. These assets 
include over 22,000 acres of land, 4,700 buildings, and 140 million square feet of owned 
or leased space at over 1,200 locations. The replacement value of buildings supporting 
VA’s healthcare mission is estimated at S3S billion. The average age of VHA facilities is 
about 38 years. Dr. Garthwaite’s testimony to the Subcommittee and subsequem 
testimony regarding H. R. 21 16, the proposed ‘Veterans’ Millennium Health Care Act’, 
highlighted the unprecedented change that has occurred in VHA in the past four years 
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and acknowledged that in many locations, our physical in&astructure no longer supports 
the optimal delivery of modem healthcare services. 

During the March 10'*' testimony, VHA agreed to conduct studies of the multiple- 
location healthcare markets that GAO identified in its testimony to the Subcommittee on 
Health. We also agreed that such studies should involve our stakeholders and that 
consultant support would significantly facilitate completion of these studies. For 
reference, the following initiatives of the past four months will impact on the multiple 
market reviews: 

• GAO Recommended Capital Asset Restructuring Plan - GAO proposed that VA 
perform comprehensive market-based assessments in all 106 of its markets, 
identifying the greatest potential for savings in the 40 multiple-location markets, to 
determine the need for “restructuring” capital assets owned and operated by V A in 
those markets. 

• Proposed H. R. 21 16, the 'Veterans Millennium Health Care Act’ - This bill, 
proposed by the House Veterans Affairs Committee, is particularly germane to this 
hearing because it contains elements targeted at capital asset management issues, such 
as improving access through fecility realignrnem and extended enhanced use 
applications. EnhaiKed stakeholder involvement is a critical element of this 
legislation 

• Capital Assets Realignment for Enhanced Services (CARES) committees - VHA 
developed a draft policy that would establish capital asset planning committees in 
each VISN to focus attention on planning for capital asset realignment that would 
result in enhanced services for veterans and assure appropriate stakeholder 
involvement. 

• Mission Realignment Proposal - A study was undertaken by VHA field managers to 
develop a proposed process and criteria to aid with decision making about programs 
and capital assets. The criteria include workload, demographics, and proximity to 
other healthcare providers. This proposal is still under discussion, and will be the 
subject of an upcoming stakeholder working session to further refine it. 
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• Capital Asset Disposal Initiative - The President’s FY 2000 Budget proposes a pilot 
program to significantly improve VA’s management of capital resources. This 
program would allow VA to dispose of excess and underutilized property and use 90 
percent of the proceeds for infrastructure needs. (10 percent would be transferred to 
the Department of Housing and Urban Developmem's Homeless Assistance Grants 
Housing accoum.) The sale of VA property is a potential outcome of significant 
mission realignment. The use of this disposal tool would allow most of the revenues 
from disposal of real property to be used to enhance veterans’ healthcare. 

Following the March 10^ hearing, the Subcommittee on Health developed 
legislation, now included in the proposed ‘Veterans’ Millennium Health Care Act’ that 
would provide guidance for conducting these studies. As you know, this bill was 
reported out of the House Veterans’ Affairs committee last week. Since the March lO"’ 
hearing, we have worked toward defining the various capital asset managemern proposals 
and initiatives and have begun formulating a comprehensive capital asset 
maiugement/strategic planning policy that encompasses and embodies all of these 
initiatives. Additionally, we have sought input from Veterans’ Service Organizations as 
well as Congressional Offices and are in the process of evaluating stakeholder input on 
these capital asset man^emern initiatives. I have scheduled a working meeting with 
Veterans’ Service Organizations and VHA staff to gain insight and suggestions about 
capital asset planning and overall asset restructuring. Following this, VHA will finalize a 
comprehensive capital asset management policy that will determine how to combine the 
CARES concept as well as other concepts and initiatives identified in the Mission 
Realignment Proposal and the proposed ‘Veterans’ Millennium Health Care Act’ (were it 
to be enacted) and integrate them into VHA’s strategic planning guidance. This guidance 
includes idemifying underutilized space to determine the feasibility of conversion to long 
term care activities. Addhionally, to ensure rigorous management of VHA’s capital 
assets, my office will be developing a guidebook for VHA network directors to follow in 
implementing these capital asset management policies. 

Although stakeholder input is an im^ral part of any capital asset management 
program, meaningful stakeholder involvemem takes time. CARES envisions broadening 
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stakeholder involvement, and will result in the development of options and plans that 
clearly show how service to veterans can be enhanced by restructuring capital assets. 
Each VISN will have an oversight committee to monitor planning efforts and to ensure 
active involvement of stakeholders in the capital asset planning process. The charge to 
these committees will be to review current and projected patient needs and healthcare 
delivery requirements within the VISN, describe current capital assets and their ability to 
support service delivery, recommend reconfiguration requirements for assets, and 
consider alternatives to current service delivery modes that might allow the VISN to 
enhance services to veterans or serve more veterans. Our goal is to develop the best 
alternatives that will benefit veterans by realigning imbalances or inequities between VA 
capital assets and veterans needs. 

VHA plans to accomplish the 40 multiple market studies that GAO identified at 
the March 10 hearing, but also intends to broaden the approach with enhanced 
stakeholder involvement. Consultants will gather and evaluate data, and develop options 
for consideration by the capital asset planning committee. As previously noted, we have 
identified the amount of funding that will be needed for consultant support of these 
studies. We have developed an outline of a proposed approach to the 40 multiple- 
location market studies. We also agree that ultimately we should conduct studies in ail of 
the 106 markets that GAO identified. 

We will be examining available resources and other competing priorities. 
Following this review, we will assess which of the 40 studies can be completed in the 
near term and which studies must await additional resources in subsequent budgets. In an 
ideal situation, approximately 20 studies per year could be completed, starting with those 
that offer the highest potential for savings and finishing with those single facility markets 
with the least potential for asset restructuring or efficiencies. Anticipated savings include 
savings in annual operating costs, FTEE savings, as well as avoidance of costs for 
operation and maintenance of inefficient or underutilized facilities. 

Currently underway is a study of the VISN 12 Chicago-area facilities (one of the 
nine mega-markets identified in the GAO report). Having considered demographics, 
workload projections through FY 2010, and VSO, affiliate, and other stakeholder 
concerns, the steering committee for this study is nearing completion of the 12-month 
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market based evaluation of the Chicago market. The scope of the VISN 12 study will 
likely be the basis for future market studies. 

The initial 20 markets to be studied in the first year would consist of the 
remaining eight mega-markets identified in GAO’s March 10 report to the Subcommittee 
on Health and twelve of the remaining multiple location markets. 

We anticipate that most of the savings from such market-based asset restructuring 
plans will be reinvested within that VISN, and would be used to enhance veterans 
healthcare benefits in the form of increased quality, improved access, and increased 
services. 

Over the next 60 days, the CARES concept and overall capital asset management 
program will be more fully discussed with our stakeholders and internal VA staff, leading 
to the finalization of a complete VISN-level strategic planning process. By December 
1999, each VISN will complete an implementation plan and establish a capital asset 
planning committee to assist in their capital asset planning efforts and to assure active 
involvement of stakeholders. 

VA has already begun discussions internally for the GAO-recommended studies. 
My office, the Office of Facilities Management, the VHA Office of Policy and Planning, 
and the Office of the Assistant Secretary for Financial Management are in the process of 
determining roles each will have in implememing the GAO market-based studies. VlSNs 
have been informed about the capital asset restructuring concept, and are anxious to begin 
the process of more effectively aligning assets with healthcare delivery requirements. A 
conceptual format for the scope of a study has been outlined, based on the VISN 12 
options study. VHA is prepared to enter into the studies, once legislative issues are 
resolved and funding decisions are made. 

I will be glad to answer any questions you may have. 
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(202) 861-2700 * FAX (202) 8S1-272S * 

July 28. 1999 


Honorable Teny Everett, Chaimun 
Subconunittee on Ovenight and Investigations 
U.S. House of Representatives 
334 Cannon House Office Building 
Washington. DC 20S IS 

Dear Chairman Everett: 

The American Legion appreciates the opportunity to submit written testimony for 
the hearing record of July 22, 1999, before the Subcommittee on Oversight and 
Investigations, Committee on Veterans' Affiurs, United States House of Representatives. 

Mr. Chairman. The American Legion does not believe that any strong case has 
been made to close one VA medical center. According to VA, there are currently five 
market locations out of 40 within VHA with the potential to completely integrate and 
absorb the closure of a VA medical center. These sites are Boston, Chicago, Los 
Angeles. New York and San Francisco. While no decisions have yet to be made to close 
any VA medical center, the possibility exists that future studies could recommend closure 
as one of several realignment options. On this issue. The American Legion supports the 
provisions contained in H.R. 2116, the “VeteratB Millennium Health Care Act” This 
bill, proposed by the House Veterans’ Affairs Conunittee, is particularly germane 
because it contains elements targeted at capital asset management issues, such as 
improving access through hnility realignment and extended enhanced use applications. 
Enhanced stakeholder involvement is a critical element of this legislation. 

The American Legion does not believe there are any utmeeded VA facilities. 
However, we do not object to impartial studies that examine if VA can better utilize its 
assets in ttuyor market areas. The American Legion suggests that if any VA ^ilities are 
considered as underutilized, it is incumbent upon VA and Congress to develop plans that 
would increase the utilization of all VA facilities. 

Mr. Chairmen, the families of older veterans are desperate to find long-term care 
solutions for their loved ones. Military retirees are searching for medical treatment 
options to replace military facilities that ^ve closed. Americans everywhere want good, 
affordable health care. Providing increased access to the VA health-care system can 
solve the health care concerns of nuuiy citizens. This is one of the principal reasons The 
American Legion developed the GI Bill of Health, which would bring more paying 
customers into VA health-care. 
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Today, VA is several years away from completing its Capital Assets Disposal 
Initiative. The Veterans Health Administration (VHA) recently developed a draft policy 
that would establish capital planning conmiittees in each Veterans Integrated Service 
Network (VISN) to focus attention on plarming for capital asset realignment. It is 
estimated by VHA that it will require up to three years completing a capital assets review 
of all 40 h^th cate market areas. The ultimate objective of the Capit^ Assets Disposal 
Initiative is to allow VA to dispose of excess and underutilized property and use 90 
percent of the proceeds for infrastructure needs. The sale of VA property is a potential 
outcome of significant mission realignment. The use of this tool would allow most of the 
revenues from disposal of real property to be used to enhance veterans' healthcare. Ten 
percent of the assets from the sale of VA property would be transferred to the Department 
of Housing and Urban Development's Homeless Assistarxe Grants Housing account. All 
of these market studies will require approxirruitely $35 million to complete. 

Many VA buildings were built in the 1950's and it will require considerable 
investment to make these buildings functionally effective. In many cases it is more 
efficient to replace existing buildings with new state-of-the-art outpatient clinics. There 
are also patient safety and building modernization requirements. Additionally, a recently 
mandated review determined that VA has 69 patient care buildings, totaling 2,300 beds 
that require seismic corrections. VA estimates it will cost $1.8 billion to provide 
corrections to all seismically deficient buildings. 

The American Legion realizes that certain facility realigrunents and mission 
changes may be necessary to improve the efficiency and effectiveness of VHA. 
However, we do not support realignment that is budget driven and we do not support 
closing VA medical centers without there being a credible alternative for veterans to 
obtain necessary health care. It is sensible to allow VHA to complete its Capital Assets 
Disposal Initiative, and allow each VISN to establish its Capital Assets Realignment for 
Enhanced Services (CARES) Committees to work closely with VHA in chatting the 
future course of the Veterans Health Administration. 


Sincerely, 

Steve Robertson, Director 
NaUonal Legislative Conunission 
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